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ABSTRACT
The main thrust of the research has been to establish the opinions of a representative 
sample of the UK “financial community about the underlying concepts of the ultimate 
criterion used in evaluating alternative approaches to provide information in financial 
reporting. In doing so, the research has sought to determine whether the members of this 
community perceive links between the TFO and the exercise of “professional accounting 
judgement” (PAJ) by preparers and auditors of financial statements in complying with 
GAAP (the UK approach), as opposed to a greater emphasis on compliance with no 
possibility of the exercise of PAJ in overriding an accounting standard (the US approach). 
In addition, the research has aimed to examine the extent to which the members of the UK 
financial community perceive links between concepts of “representational faithfulness” 
such as the “True and Fair View” (TFV) with or without the TFO, or “Fair Presentation” 
(in conformity with IAS GAAP or US GAAP), and a wider set of “qualitative 
characteristics” of financial accounting information which are mentioned in the conceptual 
framework literature.
The research instrument was a postal questionnaire, which was sent to 500 financial 
directors and 500 external auditors of large listed companies, and 1,000 financial analysts. 
The overall response rate was 27.15%. The main findings can be summarised as follows:
1. All three sub-groups expressed strong support for the concept and practice of TFO and 
the exercise of PAJ in compliance with GAAP. However, the use of TFO should be 
confined to exceptional circumstances, as normally compliance with GAAP was 
considered to be a necessary condition of providing a TFV;
2. An approach to financial reporting that involved the exercise of PAJ and the possibility 
of overriding an accounting standard was considered a preferable approach to financial 
reporting, when compared to a compliance-oriented approach such as that required 
under US GAAP;
xiv
Chapter 1 Introduction
CHAPTER 1 
INTRODUCTION
1.1. THEORETICAL MOTIVATION OF THE RESEARCH STUDY
The particular labels such as “give a true and fair view” (TFV) or “present fairly in 
conformity with GAAP” (PFGAAP) form a key part of auditors’ opinion statements. The 
statutory requirement for UK financial reporting to give a TFV dates from the Companies 
Act 1947 (consolidated into the Companies Act 1948). In the UK, TFV is generally agreed 
to be the overriding requirement. UK law is explicit on the point that the obligation to give 
a TFV overrides other legal requirements insofar as following them would not result in a 
TFV [Alexander and Archer (1997)]. This overriding obligation is known as the “true and 
fair override” (TFO). The position of the UK Accounting Standards Board (ASB) under 
the chairmanship of Sir David Tweedie has been a robust defence of the principle of the 
TFO [McBarnet and Whelan (1999)]. Thus, the UK accounting regulation system places 
less reliance on detailed accounting standards and leaves scope for the exercise of 
“professional accounting judgement” (PAJ) in compliance by preparers. Internationally, 
however, the TFO is controversial.
The TFV requirement has been exported from the UK to continental European countries 
via the Fourth Directive. However, the TFV concept, and especially the TFO concept, are 
quite new to the European Union member states (except the Netherlands). Thus, TFV 
original interpretation and practice can no longer be assumed because the TFO clashes 
with the prevailing legal culture [Nobes and Parker (1991), Van Hulle (1993a and 1993b), 
and Nobes (1993), Ordelheide and Pfaff (1994)]. However, no explanation of TFV’s 
meaning has been stated in the law, accounting or auditing standards, or other professional 
pronouncements. Many authors have attempted to provide interpretation and definition of 
this concept by referring it to qualitative characteristics1 of information provided in 
financial reporting, stated in conceptual frameworks2 [e.g. IASC Framework (1989), 
FASB’s SFAC 2 (1980), UK ASB’s SPFR 2 (1999)].
1 Those relevant qualitative characteristics are “reliability” [Lee (1981)], “relevance” [Walker (1984)], “comparability” [Lyons (1984) 
and Donleavy (1990)], “credibility” [Lee (1982) and Rutherford (1985)], “freedom form material error” [Lee (1981) and Fowle (1992)], 
“freedom from undue bias” [Lee (1981), Lyons (1984), Donleavy (1990), and McEnroe and Martens (1998)], “not being misleading” 
[Nobes and Parker (1991)], and “prudence” [Rutherford (2000)]. See Section 6.2.2 in Chapter 6.
1
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In contrast, in the US, accomiting standards are more voluminous and detailed than those 
in the UK. This has been attributed to the litigiousness of US society and the intense 
competition among accomiting firms for business [Meek (1998)]. Therefore, the US 
system of accoimting regulation places great reliance on attempted ex ante completeness in 
accounting standards. Such a system leaves less scope for the exercise of discretion in the 
form of PAJ by preparers in dealing with inevitable problems of incompleteness in 
standards. Thus, preparers are expected to comply with the rules “warts and all”, and face 
sanctions from the regulator if they fail to do so3.
The introduction of an “overriding” concept in the revised IAS 1 represented a major 
change in the IASB’s policy. Although IAS 1 and standard US auditors’ reports use an 
identical phrase, “present fairly”, the principle of the override, which is included in IAS 1, 
paragraph 13, is not accepted in the USA where the Securities and Exchange Commission 
(SEC) requires compliance with GAAP [AICPA (1992)]. Zeff (1995) quoted the SEC and 
the FASB to the effect that in practice “present fairly in conformity with GAAP” 
(PFGAAP) is a matter of compliance with financial accounting rules or standards without 
there being any explicit meta-rule (i.e. TFV) to provide guidance in interpreting standards.
The distinction between the use of the terms “give a TFV” and PFGAAP can be 
highlighted by the conflict between the exercise of PAJ and strict compliance with GAAP 
(referred to in this study as a “judgement-oriented approach” and a “compliance-oriented 
approach”, respectively). The main argument for the compliance-oriented approach is that 
the exercise of PAJ in financial reporting is highly exposed to opportunism and bias. Ijiri 
(1975, p.45) argued that too much discretion (i.e. in the form of PAJ) on the part of 
preparers can lead to bias and “destroy the basic purpose of financial reporting”4.
On the other hand, a judgement-oriented approach is based on the view that if accounting 
practitioners merely follow all the prescriptions that are contained in a book of rules, then 
they are not acting as professionals but are hiding behind their book of rules [Stamp (1980 
and 1985)]. Therefore, if opportunism is the potential “Achilles heel” of the judgement- 
oriented approach, the alienation from the public and consequent loss of respect for the
2 See Archer (1992 and 1993) for a discussion on ‘the methodology o f a conceptual framework for financial accounting’.
3 See Alexander and Archer (2001a) in subsections 3.1 and 4.2 for more detail.
4 The fundamental purpose o f published financial reports has been stated as follows: ‘to communicate economic measurements o f an 
information about the resources and performance o f the reporting entity useful to wide range of users in making economic decisions’ 
[FASB’s SFAC 1 (1978), IASC Framework (1998), UK ASB’s SPFR (1999)].
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profession (i.e. an aggravation of the “expectation gap”) could be the risk associated with 
the compliance-oriented approach [Alexander and Archer (2001a)]..
Although the TFV concept has received extensive discussion in the accoimting literature, 
this literature is not remarkable for an emphasis on empirical research. Particularly, there 
are few empirical studies and little background information that concern the concept and 
practice of TFO in relation to the exercise of PAJ, as opposed to greater emphasis on strict 
compliance with accounting rules or standards (i.e. GAAP). The prime motive to undertake 
this study is to assemble a body of an empirical evidence associated with a theoretical 
framework about the concept and practice of the TFO within the context of financial 
reporting.
1.2. RESEARCH OBJECTIVES AND RESEARCH QUESTIONS
From the above discussion, it is apparent that distinctive differences exist between the 
ultimate criteria used in the US and the UK for evaluating alternative financial reporting 
approaches. According to Zeff (1993), the ultimate criterion in the USA is “is it GAAP?”,
i.e. compliance with GAAP. This study aims to show whether the same is true in the UK, 
or whether the UK ASB’s insistence on TFV, with the possibility of TFO (i.e. non- 
compliance) in exceptional circumstances is accepted as the ultimate criterion in the UK. 
The term “ultimate criterion” in this study, is thus used to refer to the preferences expressed 
by the respondents for either (a) compliance with GAAP or (b) exercise of PAJ to deal 
with financial reporting issues.
In doing so, the study has sought to determine whether the members of the UK financial 
community perceive links between TFO and the exercise of PAJ. In addition, the research 
has aimed to examine the extent to which those members perceive links between concepts 
of “representational faithfulness” such as the TFV (with or without the TFO) or PFGAAP, 
and a wider set of “qualitative characteristics” of financial accounting information, as 
stated in the accounting literature [for example, Lee (1981), Lyons (1984), Donleavy 
(1990), Nobes and Parkers (1991), McEnroe and Martens (1998)].
3
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With regard to the above research objectives, several questions have been raised. More 
specifically, this study is concerned with the endeavour to answer the following questions:
• Are people aware of the distinction between the two ultimate criteria as reflected in the 
use of the terms TFV and PFGAAP when they prepare, audit, or use the financial 
statements?
• How do users, auditors, and preparers perceive the relationship between the two 
ultimate criteria (i.e. the exercise of PAJ and compliance with GAAP) and the 
qualitative characteristics of information provided in the audited financial statements?
• To what extent is the relationship between PAJ and the TFV/TFO concept perceived to 
contribute to the usefulness of financial reporting?
• Is (a) the exercise of PAJ or (b) compliance with GAAP perceived to be the more 
important criterion as to whether the required qualitative characteristics have been 
achieved in financial reporting, and which term is perceived to provide a stronger 
indication of the usefulness of financial statements?
1.3. OVERVIEW OF THE RESEARCH METHODOLOGY
The theoretical framework of this research study was constructed through the literature 
review which was summarised in a series of chapters. The main literature sources were 
journals, books, newspapers, conference proceedings, and the internet. The literature 
review discussed the concept and practice of TFV in both national and international 
perspectives. There was also a discussion about the ultimate criteria used in evaluating 
alternative approach in financial reporting (i.e. a judgement-oriented approach and 
compliance-oriented approach). The study’s research instrument was a survey 
questionnaire which was designed to elicit the opinions of the members of the UK financial 
community (including financial directors, external auditors, and financial analysts).
4
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1.4. THE MAIN CONCLUSIONS
The main conclusions drawn from this study are:
1. All three-sub-groups expressed strong support for the concept and practice of “true and 
fair override” (TFO) and the exercise of PAJ. However, the use of TFO should be 
confined to exceptional circumstances, as normally compliance with GAAP was 
considered to be a necessary condition for financial statements to give a TFV;
2. An approach to financial reporting which involved the exercise of PAJ and the 
possibility of overriding particular accomiting standards was considered a preferable 
approach to financial reporting, when compared to strict compliance with GAAP such 
as that required under the US GAAP.
1.5. THE SIGNIFICANCE OF THE STUDY
It is believed that this study would contribute some references to an ongoing debate over 
the issued raised by IAS 1, paragraph 13, regarding the exercise of PAJ in deciding 
whether it is appropriate to depart from financial accomiting standards. This study would 
also identify areas in which future research appeal's desirable.
1.6. THE STRUCTURE OF THE STUDY
The structure of this thesis contains three main parts which are as follows:
Part I: Background and Review of Literature
This part provides a review of background literature associated with this research study. It 
includes three chapters. Chapter 2 discusses a brief historical background of the TFV 
concept. It also discusses the issue of what it means by TFV, TFO, and the review of some 
empirical research on the TFV concept. Chapter 3 presents the literature review relating to 
the international perspective of the TFV concept. Chapter 4 compares two ultimate criteria 
used in evaluating alternative approaches to provide information in financial reporting, 
namely “judgement-oriented approach” and “compliance-oriented approach”.
5
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Part II: Research Methodological Approach
This part includes Chapters 5 and 6, which discuss the methodological approach employed 
in this research study. Chapter 5 presents the first part of the methodology which mainly 
discusses the research questions and objectives, development of research hypotheses, and a 
brief account of the research design up to the point when the decision on the data collection 
technique was made. Chapter 6 continues to discuss the research instrument and the 
summary of the form of analysis used to analyse the collected data.
Part III: Findings, Discussion and Conclusions
In this part, research findings, discussion and conclusions are presented. This part 
comprises of three chapters. Chapter 7 presents the first part of research findings. It 
provides a summary of descriptive statistics of the survey results. Chapter 8 provides the 
second half of the research findings, which are based on the analysis of research 
hypotheses. Chapter 9 discusses the findings and presents the conclusions which were 
drawn from this research. It also points out limitations faced by the researcher and the 
future research directions.
6
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CHAPTER 2 
A BRIEF HISTORY OF A “TRUE AND FAIR VIEW”
2.1. INTRODUCTION
Particular terminology, such as “give a true and fair view” (TFV) and “present fairly in 
conformity with GAAP” (PFGAAP), has been designed in corporate financial reporting as 
the quality standard for the content of published financial statements. The terms TFV and 
PFGAAP as stated in auditor’s report present to the users and the market the guarantee that
the accountants (i.e. preparers) and the auditors of financial statement have strived to
*
ensure an adequate presentation of the financial affairs of the company [Gay et al. (1998)]. 
The examination of the TFV concept in accounting literature mainly includes aspects such 
as historical background, comparison to the term PFGAAP, and attempts to provide 
definitions for the concepts.
This chapter presents the main points about the TFV concept which are available in 
accounting literature. Section 2.2 discusses the historical perspective of the TFV concept. 
Section 2.3 summarises the issues of what it means by TFV. Section 2.4 discusses the issue 
of the “true and fair override” (TFO). Section 2.5 examines the significance of the TFV. 
Section 2.6 looks into empirical research of the term TFV. Finally, Section 2.7 presents 
summary.
2.2. HISTORICAL PERSPECTIVE OF TFV
Prior to the introduction of the term TFV, combinations of “exact”, “true”, “fair”, 
“correct”, “properly drawn up”, “full and fair”, and “true and correct” were used in the 19th 
Century. For example, the Joint Stock Company Act 1844 and Company Act 1856 
required the company to present “full and fair” balance sheet. Until the Company Act 
1900, in section 23, the term “full and fair” was replaced by the term “true and correct 
view” [Chambers and Wolnizer (1991, p. 198)].
The term “true and fair view” (TFV) appeared first in British law in section 13(1) of the 
Companies Act 1947, which became on consolidation section 149(1) of the Companies Act 
1948. It is now expressed in Section 226 of the 1985 Act, a section inserted as an
7
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amendment by the 1989 Act. Consequently, auditors have been given a corresponding 
duty to report on this requirement by stating whether in their opinion the financial reports 
of the companies have been properly prepared in accordance with the Companies Acts, and 
whether in their opinion a TFV has been given [Alexander and Archer (2000a)].
The introduction of the term TFV was recommended by the Cohen Committee, a UK 
government committee on company law, in order to replace the. term “true and correct 
view” [Flint (1982)]. This term was changed after advice from the accountancy profession 
that the word “correct” was too precise to reflect the practice of accounting and auditing 
[Walker (1984), Rutherford (1985), and Nobes (1993)]. Parker and Nobes (1994) noted 
that the TFV was preferred to the term “true and correct” because one might feel that in 
dealing with matters of estimate the word “correct” is rather too rigid. They quoted a 
comment made by Sir Harold Howitt and Sir Thomas Robson:
W e  h a v e  s u g g e s t e d  t h e  c h a n g e  t o  “ t r u e  a n d  f a i l '” . W e  d i s c u s s e d  i t  a m o n g  o u r s e l v e s  a n d  f e l t  
t h a t  t h e  w o r d  “ f a i r ”  i s  p r o b a b l y  b e t t e r  t h a n  “ c o r r e c t ”  [ q u o t e d  in  P a r k e r  a n d  N o b e s  ( 1 9 9 4 ,
P - 1 ) 1
Higson and Blake (1993) stated that the change was advocated by the Institute of Chartered 
Accountants in England and Wales (ICAEW), the UK’s largest professional accountancy 
body. ICAEW states that
t h e  w o r d  “ c o r r e c t ”  h a s  a l w a y s  b e e n  t o o  s t r o n g  b e c a u s e  i t  i m p l i e s  t h a t  t h e r e  i s  o n e  v i e w  
w h i c h  i s  “ c o r r e c t ”  a s  a g a i n s t  a l l  t h e  o t h e r s  w h i c h  a r e  i n c o r r e c t .  I n  p u b l i s h e d  a c c o u n t s  t h e r e  
i s  n o  s t a n d a r d  o f  a b s o l u t e  t r u t h  a n d  t h e  i n s t i t u t e ’ s  s u g g e s t e d  a m e n d m e n t  w o u l d  r e c o g n i z e  
t h a t  t h e  p r e s e n t a t i o n  o f  t h e  f i g u r e s  c a n  o n l y  b e  t h a t  w h i c h  i s ,  in  t h e  p e r s o n a l  v i e w  o f  t h e  
a u d i t o r ,  a  f a i r  v i e w ,  [ q u o t e d  in  P a r k e r  a n d  N o b e s  ( 1 9 9 4 ,  p . 2 ) ]
This idea was supported by the eminent practitioner Lord Benson:
B e f o r e  t h e  1 9 4 8  A c t  c a m e  i n t o  f o r c e  i t  w a s  n o t  u n u s u a l  f o r  a c c o u n t a n t s  t o  s a y  “ w e l l  i t  i s  o n  
t h e  r i g h t  s i d e ” . I n  s h o r t ,  p r o v i d e d  t h a t  t h e  a c c o u n t s  a s  p r e s e n t e d  t o  s h a r e h o l d e r s  a n d  t h e  
p u b l i c  s h o w e d  a  w o r s e  p o s i t i o n  t h a t  w a s  i n  f a c t  t h e  c a s e  t h e y  c o u l d  b e  a c c e p t e d . . . .
T h e  1 9 4 8  A c t  c h a n g e d  t h e  w h o l e  s i t u a t i o n .  I t  r e q u i r e d  t h a t  t h e  a c c o u n t s  s h o u l d  b e  “ t r u e  a n d  
f a i r ” . T h i s  m e a n t  t h a t  t h e  d o c t r i n e  o f  “ c o r r e c t n e s s ”  o r  “ i s  i t  o n  t h e  r i g h t  s i d e ”  w e n t  o u t  o f  
t h e  w i n d o w .  I n  e f f e c t  s u b s t a n c e  t o o k  p r e c e d e n c e  o v e r  f o r m .  [ B e n s o n  ( 1 9 8 9 ,  p . 4 5 ) ]
The ICAEW’s memorandum of evidence suggested that the balance sheet of a company 
should present a “true picture” of the state of the company’s affairs. With regard to the 
profit and loss account, it required that this account should give a “fair indication” or a 
“fair presentation” of earnings for the period. The Cohen Committee suggested that the 
law should establish minimum requirements designed to ensure that the account should 
provide a fair indication of earning since the main compliant was the lack of statutory
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guidance as to the disclosure of individual item [Parker and Nobes (1994)]. Bird also 
supported this idea:
W e  c o n s i d e r  t h a t  t h e  l a w  s h o u l d  l a y  d o w n  m i n i m u m  r e q u i r e m e n t s  a s  t o  t h e  c o n t e n t s  o f  t h e  
p r o f i t  a n d  l o s s ,  o r  i n c o m e  a n d  e x p e n d i t u r e ,  a c c o u n t  c a l c u l a t e d  t o  e n s u r e  t h a t  i t  g i v e s  a  f a i r  
i n d i c a t i o n  o f  t h e  e a r n i n g s  o f  t h e  p e r i o d  c o v e r e d  b y  t h e  a c c o u n t s .  [ B i r d  ( 1 9 8 4 ,  p . 4 8 2 ) ]
2.3. THE ISSUE OF W H AT IT MEANS BY TFV
Despite the existence of the phrase a “true and fair view” since 1947, no explanation of its 
meaning has been stated in the law or accounting standards, auditing standards, or other
4
professional pronouncements. Cowan (1965) claimed that those who were responsible for 
the 1948 Companies Act assumed that the TFV concept was an “absolute quality” which is 
unnecessary to define -  that true is true and fair is fair. They also assumed that the truth 
and fairness were concepts that were well understood in the context of British tradition and 
British law. Therefore, Cowan points out that an attempt to define this concept detracts 
from their effectiveness as guides in a changing world.
Gearin and Khandelwal (1995) point out that the term TFV poses two problems for 
financial information users. First, there is debate between accountants and lawyers on 
whether TFV is an accounting or legal concept. The second problem for financial 
information users is that there is no precise definition of what the TFV term means. 
Within certain flexible extremities, “true” and “fair” mean very much what directors and 
auditors want them to mean [Ryan (1967)]. Gearin and Khandelwal note that, from an 
accounting point of view, the meaning of TFV can be highly subjective and malleable. 
Hence accountants might claim that the meaning of the term TFV could not be understood 
without accounting knowledge.
As mentioned by Flint (1982, p. 17), ‘the whole meaning and import of the “true and fair 
view” which is given by accountants5 cannot be understood without 4 a substantial 
knowledge of accounting practice5. On the other hand, lawyers might claim that the 
question of whether the financial statements are “true55 and “fair” can be decided only by a 
court and the meaning could be as the court chose to define it on a case-by case basis. In 
1983, the British accountancy profession published the opinion of two leading lawyers on 
TFV5s meaning [see Hoffman and Arden (1983)]. This opinion was up dated ten years 
later [see Arden (1993)]. Given the eminence of the lawyers (both became judges), these
9
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opinions must be regarded as the most authoritative statement on the subject [Flower and 
Ebbers (2002)]. With regard to these opinions, a TFV is a legal term whose meaning is to 
be established ultimately by the courts of law. Moreover, in deciding on this matter the 
judges would look for guidance to the practice of professional accountants. In the words of 
the opinion, ‘the courts will treat compliance with accepted accounting principles as prima 
facie evidence that the accounts are true and fair5 [Arden (1993, p. 125)].
Despite the above discussion, TFV has been applied to British accounting standards and 
law with the curious characteristics and no one knows what it means. Although there has 
been much discussions of the TFV concept, one might argue that most of the statements 
about TFV mainly focus on its implications rather than its definition. The followings are 
examples of the definitions given in the accounting literature.
2.3.1. Meaning in the Context of Language and Linguistics
Following Saussure (1959), Walton (1993) suggested another development of the meaning 
of the term TFV in the context of language or linguistics. According to Saussure, 
communication took place with signs which could be split up into the “signifier” and the 
“signified”. Referring to Saussure, Walton states that the ‘signifier is the word or group of 
words which are written or spoken, while the signified is the underlying notion which is 
being communicated’ . Saussure also argues that particular culture group is identified by a 
common use of the same signifiers and signifieds.
It can be argued that the nature of both signified and signifier can change over time as the 
circumstances of the particular culture group in which they are used changes. Walton 
(1993) notes that the words “true” and “fair” as individual signifiers may have widely 
understood general signifieds. However, he infers that when the words “true and fair” 
have been applied to financial statements as a single signifier, defined within the 
understanding of a particular sub-group who prepares and audits those financial statements. 
Walton (1993, p.52) states that ‘understanding of the signified arises from consensus, 
emerging over time, as to what sort of information accounts have to show, and technically 
how this is to be achieved’ .
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By referring to Saussine’s (1959) concept, Walton (1991) suggests that it is necessary to 
distinguish between the development of the signifiers (the legal formula) and that of the 
signified (what the nature of annual accounts should be). Walton goes on to state that as a 
signifier, the term TFV is encoded in company law. Therefore, changes in that term are 
easy to observe. On the other hand, the signified is likely to change over time, but in such 
a gradual way that it can be difficult to observe. Thus, Walton (1991) concluded that the 
signifier is a “comparatively static element” where as the signified is “dynamic”.
2.3.2. Meaning as a Legal Term
In the UK context, Hoffman and Arden (1983) point out that TFV is a legal concept and 
the question of whether the accounts comply with the TFV requirement can be 
authoritatively decided only by a court. By referring to the opinion of Hoffman and Arden 
on the TFV concept, McGee (1991, p. 876) concludes that ‘the true and fair view 
requirement is a matter of law rather than a matter purely of accounting theory’ . He went 
on to state that the authoritative decision as to whether a particular set of accoimts 
complies with the TFV requirement could be made only by a court of law. In order to reach 
such a decision, the court is engaged in the familiar task of statutory construction. In other 
words, if the financial statements comply with accomiting rules or standards, it is 
“ensured” that those sets of accounts give a TFV [McGee (1991)].
However, McGee points out one objection to the view that the TFV requirement is a legal 
concept. He states that the UK has seen the TFV requirement as a reaction against very 
detailed rules and standards. Hoffman and Arden (1983, p. 155) suggest that a TFV is an 
‘abstraction or philosophical concept expressed in simple English’ . However, they 
conclude that the interpretation of the term TFV cannot be performed by the court without 
evidence as to the practices and views of some respectable professional support.
The Australian National Companies and Securities Commission (NCSC)1 suggests that the 
TFV concept is a legal rather than an accomiting concept. NCSC also states that it is not 
sufficient for directors to produce financial statements which are only in conformity with 
the underlying records, rather, those financial statements also have to convey a TFV of the
1 Both NCSC and the State Corporate Affairs Commission (CACs) are government legislation that administered Australian Companies 
Acts and Codes. Now their replacement organisation is the Australian Securities Commission (ASC) [Heazlewood (1998)].
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position and financial performance of the company [NCSC (1984)]. In other words, it is 
not sufficient if financial reports present data, which is the product of widely used 
accoimting procedures, but those reports also have to satisfy some higher standard of 
quality.
McBarnet and Whelan (1999) note that TFV can be obtained by complying with the 
“specifics of law” and accounting standards. Ordelheide (1993, p.82) suggested that 
although this might not conform with the British TFV concept which was exported into 
Europe via the Fourth and Seventh Directives, it does equate with the European legal 
concept of TFV which is ‘now filled with a legalistic system instead of a professional one’ . 
This means that specific rules rather than professional judgement are what constitute TFV 
[McBarnet and Whelan (1999, p.205)].
2.3.3. Meaning as a Term of Art
Edey (1971) described TFV as a “term of art” or a “technical term”. According to Edey, in 
general most people understand the words “true” and “fair” as being likely to signify that 
the accounts provide a true statement of facts which are associated with actual profit and 
actual values. In fact, people do not realise that profit and values of companies are 
abstractions. By referring to Edey’s statement, Walton (1993, p.51) noted that ‘ in the 
particular case of TFV, however it might have been conceived, operational accounting 
rules of one kind or another (conventions, unwritten consensus, as well as formal rules) 
grow up around the practice of accounting and define what we understand accounting to 
be’ .
Lee (1981, p.270) also described TFV as a “term of art” which is generally understood as 
presenting accounts in accordance with accepted accoimting principles by using as 
accurate figures as possible. Lee states that within the limits of accounting practice, 
financial statements have to show ‘as objective a picture as possible, free from willful bias, 
distortion, manipulation, or concealment of material facts’ .
According to Rutherford (1985, p.488), the question relating to Lee’ s TFV definition is 
‘whether it would be accepted, either by courts or by the profession at large, that 
limitations of current practice could represent an acceptable ground for deviating from
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whatever other criteria are considered to be necessary to achieve TFV’ . Rutherford 
suggested that the profession should regard TFV as having a “technical meaning” that 
needs to be determined within the accounting profession itself and not derived from legal 
source or ordinary meanings.
2.3.4. Definition by Implication
Cowan (1965) pointed out that most statements about the TFV concept have tried to avoid 
giving a definition and have concentrated on the implications of the concept. He also 
supported his argument using statements given by Sir Russell Kettle in 1948. Kettle (1948, 
p.7) stated that ‘a true and fair view implies that all statutory and other essential 
information is not only available but is presented in a form in which it can be properly and 
readily appreciated’ .
Cowan also quoted the statement published in “Recommendations on Accounting 
Principles” of the Institute of Charted Accountants in Australia that4 [a] true and fair view 
implies appropriate classification and grouping of the item... [and] consistent application of 
generally accepted principles’ . The last statement quoted by Cowan in order to support his 
idea on the TFV definition is the statement stated in “Tentative Statement on Accounting 
Practice” issued by the Board of Research and Publications of the New Zealand Society of 
Accountants:
A  T F V  i m p l i e s  d i s c l o s u r e  a n d  a p p r o p r i a t e  c l a s s i f i c a t i o n  a n d  g r o u p i n g  o f  a l l  m a t e r i a l  i t e m s ,  
a n d  c o n s i s t e n t  a p p l i c a t i o n  o f  u n d e r s t a n d a b l e ,  o b j e c t i v e  a n d  s i g n i f i c a n t  a c c o u n t i n g  
p r i n c i p l e s .
2.3.5. Meaning as a General Acceptable Concept
Tweedie (1994), as quoted by Parker and Nobes (1994), states that TFV reflects the broad 
consensus of the financial community on the amount, nature and form of financial 
information presentation, which is not distorted by the inadequacies of accounting 
regulation, at a particular point in time. In other words, the TFV requires a fair reflection 
of what has happened to a company and this must not be distorted by the insufficiency of 
accounting rules or regulation to describe what actually happened. Tweedie also states that 
the TFV concept is a dynamic concept which is changing gradually over time depending 
on information required and the development of accounting practices.
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According to Alexander and Archer (1997, p.4), the term TFV (or fair presentation) can be 
interpreted as a “general normative principle” or “meta-rule” which is a “higher-order rule” 
within a set of rules. They also state that the function of such a meta-rule is to provide 
guidance in the interpretation and application of a set of existing “lower-order specific 
rules” and to help identify gaps in the latter and framing of new rules to fill such gaps. 
Tweedie and Kellas (1987, p.93) suggested that the TFV should not be used as an excuse 
for not complying with the rules or standards but as a ‘safeguard against loopholes being 
sought in the rules’ .
Cowan (1965) notes that the TFV concept is well understood in the context of British 
tradition and British law. He claimed that the TFV concept might have an “absolute 
quality”, therefore it is not necessary for it to be defined. Cowan concludes that it is more 
likely that the definition of TFV is too difficult. Therefore, it should be left to the 
accountancy profession, the business community, and the processes of common and case 
law to define what is necessary in order to give a proper impression of the financial results 
and position of the company. Jones (1994, p.28) states that TFV may be difficult for even 
the ‘most eminent and skilled accountants to define’ .
Lee (1982, p. 16) suggests that ‘accountants have collectively and subconsciously agreed 
that “truth and fairness” is something that requires no explicit definition; that its meaning is 
known to every producer, auditor and user of external financial statements without formal 
announcement’ . Parker and Nobes (1994, p.8) conclude that the TFV is ‘a central but 
mysterious feature of financial reporting’, which is both at once ‘overriding and 
undefined’ . They also support the idea of general acceptable concept that the lack of 
definition is in fact a strength of the TFV concept.
However, general guidelines and certain minimum requirements would be laid out, but the 
“fine turning” would be left to the accounting profession, either through published 
recommendations or by general practices [Alexander and Archer (2000a, p.8)]. Therefore, 
auditors can safely attest that in their opinion a TFV was given, provided they had done 
what any other accountants would have done. As a result, the financial statements met 
criteria that any other firm of accountant would also have found acceptable. Then
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Alexander and Archer concluded that this approach leaves open the possibility of the 
precise meaning of a TFV being different at different times.
2.3.6. Others
Lee (1982, p.50) defined the meaning of “true” separate from “fair” as:
T r u e  m e a n s  t h a t  t h e  a c c o i m t i n g  i n f o r m a t i o n  c o n t a i n e d  in  t h e  f i n a n c i a l  s t a t e m e n t s  h a s  b e e n  
q u a n t i f i e d  a n d  c o m m u n i c a t e d  in  s u c h  a  w a y  a s  t o  c o r r e s p o n d  t o  t h e  e c o n o m i c  e v e n t s ,  
a c t i v i t i e s  a n d  t r a n s a c t i o n s  i t  i s  i n t e n d e d  t o  d e s c r i b e . . .  F a i r  m e a n s  t h a t  t h e  a c c o u n t i n g  
i n f o r m a t i o n  h a s  b e e n  m e a s u r e d  a n d  d i s c l o s e d  in  a  m a n n e r  w h i c h  is  o b j e c t i v e  a n d  w i t h o u t  
p r e j u d i c e  t o  a n y  p a r t i c u l a r  s e c t i o n a l  i n t e r e s t s  in  t h e  c o m p a n y  [ i .e .  f r e e  f r o m  b i a s ] .
Fowle (1992, p.29) stated that ‘“true” was intended to convey the essence of “correct”, 
without pedantic accuracy, while “fair” recognised that a true statement may nevertheless 
give a misleading view’ . He concluded that a TFV is a ‘concept no more capable of facile 
definition than its legal equivalent of equity, and just as vital to financial reporting as the 
concept of equity is to law’ . Fowle’s point about fairness is supported by the statement 
given by Tweedie (1983, p.425) that ‘ [tjruth alone is not enough -  truth can still give a 
misleading impression if presented in an inappropriate context’ . Moreover, Davidson 
(1983, p.3) states that TFV is a ‘hyphenated phrase which loses its essential meaning if the 
words are considered separately. Like a bicycle, it has two wheels, true and fair. Take one 
away and the vehicle falls over’ .
Higson and Blake (1993, p. 108) identified ‘four separate distinct and not totally 
complementary’ meanings of a TFV concept:
1 .  A s  a  r e l a x a t i o n  o f  p r e v i o u s  a c c o u n t i n g  r u l e s ,  a c k n o w l e d g i n g  t h a t  v a r i o u s  a r e a s  o f  
j u d g e m e n t  a n d  e s t i m a t i o n  a r i s e  in  t h e  p r e p a r a t i o n  o f  f i n a n c i a l  s t a t e m e n t s ;
2 .  a s  a  s t r e n g t h e n i n g  o f  p r e v i o u s  a c c o u n t i n g  r u l e s ,  e f f e c t i v e l y  m o v i n g  t o w a r d s  a  
‘ s u b s t a n c e  o v e r  f o r m ’ a p p r o a c h ;
3 .  a s  a  a s s e r t i o n  t h a t  t h e  f i n a n c i a l  s t a t e m e n t s  s h o u l d  b e  f r e e  f r o m  b i a s ;  a n d
4 .  a s  a  b a s i s  f o r  t h e  a s s e r t i o n  o f  t h e  a u t h o r i t y  o f  t h e  t e c h n i c a l  p r o n o u n c e m e n t s  e m e r g i n g  
f r o m  t h e  a c c o i m t i n g  p r o f e s s i o n .
So Higson and Blake conclude that there is no single acceptable definition for the TFV 
concept. It could be argued that TFV is a “dynamic concept” which could have different 
interpretation based in time and place of application [Tweedie (1994)]. Walton (1993) 
described a situation on which three senior British accountants were asked on a television 
program to define the term TFV. The first interviewee laughed, the second said nothing, 
and the third asked for time to think over the question.
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Chopping and Skerratt (1993, p.43) note that the concept of a TFV is implemented by a 
combination of current rules, current accepted practice and amendments to those rules and 
practices. Popoff (1983, p.52) claimed that the very problems concerning the interpretation 
of TFV in practical situations provided an incentive for a continuing critical examination 
of accounting methods and procedures and of the quality and relevance of the financial 
reports produced therefrom. Parker and Nobes (1994, p. 15) and Walton (1993) defined 
TFV as merely referring to a set of generally accepted accounting principles (GAAP) 
which is ‘simply a collection of solutions to past problems, arising in a particular economic 
community, collected together over the years and not relating to any particular underlying 
principle’ [quoted from Walton (1993, p.52)].
2.4. THE ISSUE OF THE “TRUE AND FAIR OVERRIDE”
Archer (1992, 1993) states that a TFV in the UK has implied not only compliance with a 
set of accounting rules but also respect for an overriding principle or meta-rule. In some 
countries (i.e. UK, Ireland, and the Netherlands) the TFV is interpreted as overriding 
lower-order accounting rules even though the latter are enshrined in the law [Alexander 
and Archer (1997)]. Any conflict requirements will be resolved in favour of the TFV. 
This use of the TFV is called the “true and fair override” (TFO). Alexander and Archer 
point out that this overriding principle implies that in order for the financial statements to 
give a TFV, based on the judgement of the preparer and the auditor, a departure from one 
or more of the accounting rules may be called for.
Although the use of TFV is required by the Companies Act, the Act itself does not provide 
a definition of TFV. “Truth” and “Fairness” can be used to depart from detailed 
requirements of company legislation via the TFO. Nobes and Parker (1991) note that the 
use of TFO by the UK profession is to assert the primacy of promulgated standards over 
the detailed provision of the Companies Acts. Based on Hoffman’s and Arden’s (1983) 
opinion, the Companies Act and the courts would give a great weight to the Accounting 
Standards Board (ASB) in deciding whether a particular accounting principle is consistent 
with a TFV. The ASB has used this point to claim greater authority for its standards, even 
to the extent of issuing standards that conflict with specific provisions of the Companies 
Act [Flower and Ebbers (2002)].
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An example is Statement of Standard Accounting Principles (SSAP) No. 19, Accomiting 
for Investment Properties, [a standard of the Accounting Standards Committee (ASC)] 
which stated that investment properties should not be subject to annual depreciation 
charges but should rather be revalued each year. This is contrary to the Companies Act 
which states that depreciation must be charged on all assets with a finite life. The ASB 
insists that its standards must be followed and not the specific provision of the Companies 
Act, basing its case on the overriding requirement (contained in the Companies Act) to 
give a TFV and on the ASB’s acknowledge position as the interpreter of the meaning of 
this term [Alexander (1993), Flower and Ebbers (2002)].
2.4.1. TFO and Representational Faithfulness (RF)
In conceptual frameworks for financial reporting, one component of reliability is that users 
can depend on information ‘to represent faithfully what it either purports to represent or 
could reasonably be expected to represent’ [Rutherford (2000, p.37)]. This property is 
mentioned, for example, in both the Financial Accounting Standards Board’s (FASB’s), 
1980, Statement of Accounting Concepts No.2: Qualitative Characteristics of Accounting 
Information, and the IASC’s, 1989, Framework. Alexander and Archer (2001a) point out 
that “representational faithfulness” (RF) inhabits an important position among the 
qualitative characteristics that are stated to be necessary in order for financial statements to 
meet their objectives. They also note that the concept of RF appeal's to be related to notions 
such as financial statements giving a “TFV” or “PFGAAP”, which form a key part of 
auditors’ opinion statements.
Plowever, RF is tested not only against the specific claim within the information itself 
about what is represented, but also against another interpretation that a user might 
reasonably make of what is represented. Rutherford (2000) notes that reliability is 
influenced by the relationship between the accounting numbers and the underlying reality, 
not the damage done by the lack of correspondence. Alexander and Archer (2001a) suggest 
that it is mistaken to consider the relationship between financial reporting and its objective 
as one of “correspondence”. Rutherford concludes that the nature of the underlying reality 
that financial statements seek to capture is not straightforward and this means the issue of 
RF is itself problematic.
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111 the UK, the principle of the “override” has been used by the private sector standard 
setter to justify setting a standard that contravened a legal requirement which was 
considered by the standard-setter not to be conducive to RF (or, rather, TFV) in financial 
reporting [McBarnet and Whelan (1999)]. Alexander and Archer (2001a) argue that the 
principle of RF and “substance over form” are “meta-rules” which are intended to control 
the application of lower-order rules in financial reporting, as well as the framing of new 
lower-order rules, and they may be said to constitute the “spirit” of those rules. As such, 
the concepts of RF and substance over form are meta-criteria that may be applied in order 
to control “creative accounting”, which is an opportunistic stretching of the rules of 
financial statements in order to achieve an effect desired by the preparers.
Such an effect can be done either to mislead the reader of the financial statements and/or to 
comply with some condition, for example, a debt covenant, that would not be achieved 
without stretching the rules [Archer (1996)]. From this perspective, an important purpose 
of the “override” within the UK regulatory framework is to restrain “creative compliance”, 
that is, an application of the “letter” of the rules in a way that is arguably contrary to their 
“spirit” [McBarnet and Whelan (1999)].
2.4.2. TFO and Creative Accounting
The growth of creative accoimting in which the letter of the rules is used to breach the 
spirit of the rules was a major problem for the standard-setters of the 1980s [Parker and 
Nobes (1994)]. The readers of the financial statements might be misled to think that a 
company is more profitable, or less indebted, or otherwise in better condition financially, 
than the readers would think if presented with unbiased information. Using creative 
accounting, a company is able to comply with some conditions, such as not falling below a 
minimum value or exceeding a maximum value of some ratios, for example the ratio of 
profit to interest charges (interest cover ratio) or the ratio of debt to total assets (financial 
gearing ratio). Such conditions may be specified in debt covenants [Archer (1996)].
Archer emphaises that accounting rules are stretched, not broken; it is in this stretching that 
the “creativity lies”. Alexander and Archer (1997) pointed out that for creative accoimting 
to succeed, the stretching must be ingenious enough to allow the external auditors to attest
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compliance with the TFV. Moreover, they claim that the firm’s management may invoke 
the TFO to convince its external auditor to accept that an instance of creative accounting in 
which a lower-order rule is broken does not break the “meta-rule” or “true and fair view”. 
Archer (1996, p.61) outlined the excuses for, or justifications of, creative accounting as 
follows2:
Excuse 1: the epistemological excuse
This excuse rests on the claim that creative accounting does not involve factual inaccuracy 
and cannot therefore be criticised as lying.
Excuse 2: only the incompetent are deceived, and even they need not be
Creative accounting is generally transparent to competent users o f  financial statements, that 
only the incompetent are deceived, that even they can avoid this by obtaining suitable 
advice or by having recourse to information intermediaries.
Excuse 3: creative accounting is a widespread and accepted practice
This excuse implies that ‘everyone is doing it’ and that a company which refrains from
doing so may expose interested parties to negative consequences.
McBarnet and Whelan (1999) discussed many potential advantages of creative accounting 
that could be an attractive option for company directors, such as boost reported profits, 
manipulate key ratios used in market analysis, conceal financial risk, or circumvent 
borrowing restrictions etc. They also pointed out a downside of creative accounting that it 
could have a potentially adverse impact on investors, creditors, employees and others. The 
obvious example of the bad effects of creative accounting is the demise of companies such 
as Polly Peck, Maxwell Communications Corporation, and Saatchi & Saatchi, which all 
were enmeshed in various forms of creative accounting.
Van Hulle (1997) claims that there are some restrictions included in the Directive in order 
to prevent companies from abusing the TFO as a justification for “creative accounting”. 
Some restrictions included in the Directive in order to prevent creative accounting are, for 
example, departure can be made only from specific provisions and only in exceptional 
cases and the disclosure in the notes is required of the departure, its justification, and its 
effects on the company. However, there might be a possibility that financial statement 
users do not read the notes, in which case they might be misled by those reports. This is 
because they will presume that the accounts have been prepared in accordance with the law 
and the accounting standards.
2 The above excuses are the excuses for lying as outlined byBok (1978). Archer (1996) followedBok in distinguishing between excuses 
which may be given for creative accounting in general, and justifications which may be applied to the use of creative accounting in 
specific types of situations (situation-specific justification). See Archer (1996) for more detail.
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Thus, firms can abuse the TFO as a justification for creative accomiting. In that case, the 
auditors will also have to object where a company has been applying the override without 
proper disclosures. Furthermore, in order to strengthen the exceptional nature of the 
departure, it can be concluded that the application of the provisions of the Directive would 
normally lead to the accoimts showing TFV [Van Hulle (1997)].
In the context of European hannonistion, the British have favoured and pushed into 
European Law the TFV principle as die best defence against creative accomiting practice 
which aims to exploit gaps or ambiguities in specific accomiting rules or standards [Shah 
(1998) and McBarnet and Whelan (1991)]. The reason behind this may be that TFV can 
help firms to report the commercial substance of business transactions over their legal 
form.
2.5. THE SIGNIFICANCE OF A  TFV
Flint (1982) believed that as far as the law is concerned there is no universal set of detailed 
rules or standards for the preparation of accomits which are required to give a TFV which 
are applicable to all circumstances. He suggested that the choice must be made from the 
alternatives which would satisfy the overriding requirement. These alternatives are:
(1) to prepare accounts, in accordance with normal accounting practice on the basis o f the 
historical cost accounting system, and in compliance with the requirements o f the 
Companies Acts as to form and content and additional information by way o f notes, 
and with the provision o f such further information, if any, as is necessary to give a true 
and fair view;
(2) to prepare accounts, in accordance with normal accounting practice, on the basis o f a 
current value accounting system (which requires comparable historical cost based 
data), and in compliance with the requirements o f the Companies Acts as to form and 
content and additional information by way o f  notes, and with the provision o f such 
further information, if any, as is necessary to give a true and fair view;
(3) if special circumstances require it so that a tine and fair view may be given, to prepare 
accounts which depart from compliance with the requirements o f the Companies Acts 
as to form and content and additional information; or
(4) if it appears to the directors that there are special reasons for so doing, to prepare 
accounts on a basis which involves departure from the accounting principles laid down 
in the Companies Acts. [Flint (1982, p.23)]
Flint claimed that the fundamental principle of reporting in company accounts is the 
primary responsibility of the directors to make a full disclosure to enable the company and 
the directors to be judged as to whether what they have done is acceptable to shareholders, 
to other relevant interest groups and to society, and to enable these groups to take such 
decisions about the future as are within their competence. He also suggested that although
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reporting is a “legal duty”, it may also be a social obligation. In order to discharge that 
duty Flint stated that the law might specify precisely and in detail what information must 
be given to constitute full disclosure. On the other hand, the law may leave it to directors 
to interpret appropriately in certain circumstances what information is required, in the 
knowledge that they will be subject to social pressure and legal sanctions if they fail to do 
so satisfactorily.
However, Flint also pointed out another alternative without relieving directors’ ultimate 
responsibility. The law may prescribe the general principle to be observed by directors in 
reporting and then specify particular requirements in such detail as is necessary to illustrate 
and support the general principle and to establish the information that is likely to be 
necessary in the generality of circumstances. According to Flint, this is a philosophy 
which has been adopted in British common law, in which giving a TFV has been 
prescribed as the general principle (or meta-rule) of financial reporting.
In fact, accoimting and financial reporting require recognition, measurement, and valuation 
of economic phenomena which are subjective and involve assumptions about the future. 
Flint (1982, p.4) noted that the social, economic, and political variables affecting 
accoimting valuations and the significance of accoimting information are not constant. In 
other words, there must always be a greater or lesser degree of uncertainty in respect of 
variables affecting financial reporting. Hence, Flint claimed that such a situation is too 
complex to be left to the individual’s (i.e. director’s or auditor’s) judgement to decide 
whether the extent, basis and format of disclosure satisfy the “ill-defined criteria” of a 
TFV.
Flint believed that the effectiveness of the TFV concept in financial reporting is, however, 
dependent on the competence, skill, expertise and, especially, the soundness of judgement 
of directors and auditors. He claimed that reliance on interpretation of a TFV predicates on 
the part of directors and auditors, a capacity to inform themselves, to evaluate, and to 
exercise judgement on the meaning and significance of those domestic, national and 
international factors which affect the relevance of information, the criteria for accoimting 
valuations and the expectations of users. It presumes also a capacity to arrive at an opinion 
on disclosure and presentation of information which satisfies a social perception (i.e. the 
expectation gap in auditing) of what is TFV in relation to that information and the
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particular situation [Gay et al. (1998), Humphrey et al. (1993)]. Flint went on to explain 
about the merit of a reporting philosophy based on the TFV concept. He identifies that 
prescription is a means to an end and not an end itself, and that general prescription is 
subordinate to particular judgement as to what is necessary in the circumstances to achieve 
the objectives of full disclosure of relevant information.
Although the directors are required to prepare accounts which give a TFV, the auditors 
also play an important role in ensuring that the view which is given by these accounts can 
be considered to be a TFV. Flint (1982) suggested that it is essential to remember that the 
auditors lend authority to the fact that they give “a true and fair view” and not “the true and 
fair view” ’ . He quoted the argument of Shaw (1980) that the auditors do not intend to give 
the opinion that the accounts are correct or imply absolute accuracy. Then Flint concluded 
that ‘what the system requires is the rigorous application of the criteria by auditors as the 
guardians of the interest of all users’ . He also claimed that:
[the] social utility o f the concept o f “ a true and fair view” is dependent on the capacity o f 
the auditors to monitor it. This requires that auditors have not only a high level o f  skill and 
competence in the technical issues o f accounting and auditing; it requires that they have 
also a capacity to...exercise judgement on the meaning and significance o f those factors 
which affect the relevance o f information and the expectation o f users. It is only on this 
basis that they can arrive at an opinion on the disclosure and presentation o f  information 
which satisfies both the legal interpretation and the social perception o f what is true and 
fair in the particular circumstances o f  each situation. [Flint (1982, p.32)j
However, Walton (1993, p.53) believed that the operational significance of the TFV might 
be quite limited. He stated that ‘when British accountants pose the question “does such 
and such give a true and fair view?” they may be saying, “does this way of dealing with a 
transaction chime with the way accounting normally deals with similar transactions?” ’ 
Walton went on to elaborate that ‘whether or not the term has operational significance, it is 
still capable of also having a symbolic role, and it is this area which has so far been little 
explored in the literature. It is possible, however, that the notion has a role to play in 
bolstering the professional status of accountants within the UK and is also used in the 
political arena to advance the interests of the profession’ .
In brief, Flint believed that TFV is a philosophical concept and not susceptible to definition 
by a comprehensive set of detailed rules or standards. On the other hand, Walton concludes 
that the operational meaning of TFV is not the only significance which should be attributed 
to the notion, but rather it has potential wider significance in the political arena such as 
where accountants are defending or trying to enhance their professional status. He then
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claims that TFV is still capable of also having a symbolic significance in the context of the 
professional status of accountants.
2.6. TFV AND EMPIRICAL RESEARCH
a) Houghton’s Empirical Study of TFV Connotative Meaning
This study was conducted in Australia in order to examine the connotative meaning and the 
cognitive structure within three dimensions: the meaning of TFV to accountants, the 
meaning of TFV to private (non-institutional) shareholders, and the perception by 
accountants of shareholders’ meaning. Houghton used twenty-two, out of thirty-three, 
semantic differentials of Haried’s (1972) study, [see Houghton (1987)]. In all, 22 
chartered accountants and 28 private shareholders participated in the research based on 
laboratory experiments.
The results reflected that significant differences do exist between Australian accountants’ 
own meaning, their perception of shareholders’ meaning, and the shareholders’ own 
meaning. Moreover, the accountants were not be able to accurately perceive the 
shareholders’ definition of TFV. The results were also consistent with Houghton’s 
expectation that the factor or cognitive structure of the “expert” or accountant group is 
more complex than that of the private shareholder group. Two limitations to the study had 
been noted by Houghton. First, the study’s sample was based on self-selection, which is 
not random and may introduce biases. A second limitation relates to the use of the 
semantic differentials. It can be argued that the results may show an alternative conclusion 
if the different terms and scales have been used.
b) Donleavy’s Study on Student’s Grasp of Truth and Fairness before and after 
Encountering Funds Statements.
This study investigated the effect of accounting students’ thoughts of truth and fairness 
concepts on their learning about the topic of fund flow statements. Donleavy (1990) based 
his construct of truth on Armstrong’s (1973) study that a phrase closely similar to a 
condition for “truthful representation” is to “reflecting reality”. Moreover, the second-best 
term is such the word as “accurate”, “real”, or “actual” and the third-best word is “precise”
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or “exact”. However, as discussed earlier in section 2.2, these words were too rigid and 
quite compatible with falsity and mispresentation, which were not suitable to use in 
accounting and auditing practice.
Donleavy discussed the construct of fairness by referring to the study of Lyons (1984). 
Lyons suggested that best definition of fairness incorporated both “consistency” and 
“neutrality or freedom from bias”. The next best definition was “consistency” alone or 
“freedom from bias” alone, respectively. The fourth rank of the definition was words like 
“reasonable”, “logical”, or “justified”. Hence, according to Donleavy, it can be argued that 
in this study the “truth” concerns representations of external events while “fairness” 
concerns consistent neutrality among opinions, claims, and valuations.
The sample was a group of 36 accounting students who were randomly assigned equally to 
control and treatment classes. The control group or calculation-focused group studied the 
usual funds flow lesson strongly oriented to teaching how to derive funds flow statements 
from balance sheet and profit and loss accounts. On the other hand, the treatment group or 
interpretation-focused group studied a lesson oriented to the interpretation of funds flows 
statements. The pre-tested questionnaire was conducted after the students were assigned to 
two classes. The first two questions of pre-tested questionnaire were asked directly for 
definitions of truth and fairness, while another three questions addressed the technical 
ability to use funds flow statements. After the lesson, the classes were post-tested on the 
questionnaire whose first question required distinguishing between a TFV and other four 
questions addressed the technical funds flow matters.
The results showed that the control group tended to perform worse whereas the treatment 
group tended to perform better but not to a significant extent. Hence, the results suggested 
that an interpretation focus had contributed to the conceptual underpinning of accounting 
students’ development of an understanding of what truth and fairness means in accounting. 
The results also implied that the interpretation focus appeared to improve students’ 
understanding of funds flow statements. However, the limitation of the study noted by 
Donleavy is that the external validity is not claimed by the students forming the subject of 
this study. This is because the sample size of this experiment is rather small (36 
accomiting students). However, Donleavy claimed that the students displayed no obvious 
characteristics to preclude extended validity.
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c) Nobes and Parker’s Survey of UK Financial Director and Auditors on TFV 
Concept
This study surveyed the ways in which UK financial directors and auditors operationalised 
the requirement to give and report on a TFV. Firstly, they sent the questionnaire to the 
financial directors of 900 companies listed in the Times 1000, 1985/86, which is a list of 
industrial companies and excludes financial institutions (i.e. banks, insurance companies, 
building societies, investment trusts etc.) and property companies. The survey received a 
response rate of 51.44%.
The results showed that the financial directors of most UK large companies claimed to take 
no specific actions to give a TFV. In other words, for most companies, giving a TFV 
means nothing more than complying with the Companies Act and accounting standards. A 
minority of directors relied solely on auditors for compliance with law, standards or TFV. 
According to the results, full reliance, particularly on standards and law, is more common 
among subsidiaries rather than among parents. In addition, the majority of financial 
directors do not distinguish between the words “true” and “fair” . Therefore, Nobes and 
Parker (1991) concluded that the more the reliance on auditors, the greater the belief that 
true and fair are synonymous.
However, limitations had also been noted by Nobes and Parker that the test for non­
response bias was conducted on the basis of the size of company, which was measured by 
sales. The differences in either more or less willingly to response between large and small 
companies may affect the survey results. Another bias noted by Nobes and Parker is the 
industrial classification. This is because, for a very large company, classification is 
difficult and arbitrary. There is also no obvious theory about why particular industries 
should not respond. A further limitation is that the Times 1000 ranking excludes financial 
and property companies. This might reduce the generalisability of the findings. Secondly, 
technical partners of all of the twenty largest UK auditing firms were surveyed by means 
of questionnaire and structure interviews. The survey focused on the actions of the 
auditors in order to discover what they do or what they say they do. The survey results are 
summarised in the following table:
25
Chapter 2 A  Brief History of a “True and Fair View”
Table 2.1 Responses to Close-Ended Questions
Question Yes Yes partly Yes and No No
1. Separate procedures to check TFV? 9 11
2. Did the 1981 Act change procedures for TFV? 5 15
3. Do you distinguish “true” from “ fair” ? 16 4
4. Has client wished to depart from a standard to give TFV? 15 5
5. Has firm persuaded client to depart from a standard? 4 16
7. Has client wished to depart from detailed legal
provision to give TFV? 14 6
8. Has firm persuaded client to depart from detailed
legal provisions? 8 12
9. Does Act contain obstructions to TFV? 8 12
10, Has client provided additional information to give TFV? 19 1
11. Have standards changed procedures for TFV? 6 3 11
12. Does firm rely on directors for TFV? 0 16 4 0
13. Does firm require letter from directors on TFV? 6 14
14. Should law change to require directors to state TFV? 14 6
Source: Parker, R. and C. Nobes, (1994), An International View of True and Fair Accounting, London: Routledge.
From the survey results, the most interesting point is the differences of TFV interpretations 
between the financial directors and the auditors. Only 17% of the financial directors stated 
that they distinguished between the words “true” and “fair”, whereas 80% of the auditors 
stated that they do so. A comparison between the survey of directors and that of the 
auditors is shown in the following table:
Table 2.2 Comparison between the Responses from Directors and Auditors
Directors Auditors
% %
Opinions
Distinguish between true and fair 17 80
Facts
Client departed from law for TFV 14 70
Client departed from standard for TFV 32 75
Client has provided more information for TFV 32 95
Directors provide statement on TFV 65 30
Source: Parker, R. and C. Nobes, (1994), Au International View of True and Fair Accounting, London: Routledge.
Parker and Nobes (1991) noted that although most financial directors were qualified 
accountants, their approach toward TFV concept differed significantly in this respect from 
that of technical audit partners. Nobes and Parker (1991) suggested that the reason that 
most financial directors did not make a distinction between “true” and “fair” was that they 
were “rule oriented”. Parker and Nobes (1991, p.354) concluded that ‘the major cause of 
the difference between auditors and financial directors is that auditors have a different 
interpretation of fair from that of directors, rather than a different interpretation of true’ .
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Moreover, Parker and Nobes suggested that from the survey results ‘the true and fair 
requirement is used by auditors as a means of obtaining compliance not only with extent of 
law and standards but also with auditors’ views of what the laws or standards ought to be 
on issues which are so new or so controversial that there is as yet no established rule’ . 
They also noted that in this context, the TFV requirement mainly exists for the benefit of 
auditors.
d) Higson and Blake’s TFV Concept: A  Formula for International Disharmony: 
Some Empirical Evidence
Higson and Blake (1993) investigated senior UK auditors’ views about the TFV concept. 
This study adopted a qualitative approach, which generally aimed at understanding an 
event or action using people’s own words. Altogether 25 interviews were conducted, 22 of 
the interviewees were the technical audit partners of the UK top accounting firms. The 
additional interviews included members of the ICAEW’s Council and the Auditing 
Practices Committee. The interviewees were asked ‘how well does the phrase “true and 
fair view” reflect what the auditor is trying to say about the financial statements?’ The 
results of the survey are as shown in Table 2.3.
Table 2.3 Summary o f Auditors’ Opinions on TFV
Broad categories No. o f auditors Spectrum of views No. o f auditors
Strongly supportive 2
Supportive but aware that the phrase
might confuse non-accountants 3
Supportive 10 J
< Broadly supportive but
doubts regarding the word “true” 4
Broadly supportive but
doubts regarding the word “ fair” 1
Largely indifferent 4 4
r Mildly opposed 2
Opposed because “true” was
Misleading 1
Negative 11 -< Opposed because the phrase
Was ambiguous 3
Disliked it, but resigned to it 1
General distaste for it 4
Totals ~25 25
Source: Higson, A. and J Blake, (1993), ‘The True and Fair View Concept -  A Formula for International Disharmony: Some Empirical 
Evidence’, International Journal of Accounting, Vol.28, pp.104-115.
The results on auditors’ opinions on the phrase TFV showed 14 of them accepting the term 
and the other 11 of them rejecting it. From the findings, Higson and Blake concluded that
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the respondents showed a variation in their interpretation of the concept. Some of them 
saw TFV as a vague and ambiguous concept and most of them found it misleading. It can 
be noted that Higson and Blake’s findings contrasted with those of Parker and Nobes 
(1991).
Parker and Nobes stated that ‘auditors...continue to support the TFV requirement and to 
make most use of it in practice’ [p.358]. However, Higson and Blake (1993, p.l 13) found 
that ‘auditors have major reservations regarding the phrase’ . Regarding the European 
harmonisation, Higson and Blake argued that the ambiguity and cultural dependence of the 
TFV appear to make it ‘an inappropriate basis for transnational accounting harmonisation’ 
[p.l 14],
e) Low and Koh’s Concepts associated with the TFV: Evidence from Singapore
Low and Koh (1997) investigated the different perceptions of the TFV amongst 
accountants, bank officers, and managers in Singapore. Moreover, they also examined 
whether TFV was perceived to mean the same thing as compliance with generally accepted 
. accounting principles (GAAP) and legal requirements. The study was conducted through 
survey questionnaires that required respondents to evaluate simultaneously 12 phrases, 
including TFV, and put similar phrases into the same group (i.e. so-called card-sorting 
technique). These phrases are shown in Table 2.4.
Table 2.4 List o f Phrases and References
Phrases used in questionnaire Illustrative references
1. absence o f material errors Fowle (1992)
2. accurate and correct Rutherford (1985)
3. compliance with GAAP Hoffman and Arden (1983)
4. compliance with legal requirements Radcliffe (1990)
5. correspondence with economic facts Lee(1982)
6. exercise o f proper judgement ASC (1975)
7. full and proper disclosure Rutherford (1985)
8. healthy financial position/performance AARF (1990)
9. not misleading Nobes and Parker (1991)
10. objective and free from bias Lee (1981)
11. relevant and useful Walker (1984)
12. true and fair -
Source: Low, C. K. and H. C. Koh, (1997), ‘Concept Associated with the “True and Fair View”: Evidence from Singapore Vccou/i//»g 
and Business Research, Vol.27, No.3, pp. 195-202.
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The questionnaire was given to 300 accountants, 100 bank officers, and 200 managers, 
yielding response rates of 73%, 64%, and 81.5% respectively and 74.33% overall. In the 
study, the individual differences scaling analysis, which is a multidimensional scaling 
technique, was used. In relation to the study objective, two important results were found. 
Firstly, the results showed that there were no significant different perceptions of the TFV 
among the three respond groups. Further, the term TFV was clearly perceived to be 
distinguished from compliance with GAAP and/or legal requirements. Instead, the 
respondents perceived the term TFV as “not misleading”, “absence of material errors”, and 
“objective and free from bias”.
There were some limitations, which had been noted by Low and ICoh, for example, non­
response and response bias. However, Low and ICoh pointed out that non-response bias 
might be mitigated by the high response rate (74.33%) in the study. In this study, random 
sampling is applied only to organisations, but not directly to potential respondents. Also 
results applicable to accountants, bank officers, and managers in Singapore may not apply 
to other populations, geographical regions or contexts. Further, the results may be 
dependent on the phrases included in the study. Low and ICoh stated that the inclusion of 
more phrases might lead to more conclusive evidences or results.
1) McEnroe and Martens’ Individual Investors’ Perceptions Regarding the Meaning 
of US and UK Audit Report Terminology
McEnroe and Maidens (1998) investigated how UIC and US investors interpreted the terms 
“present fairly in conformity with generally accepted accounting principles” (PFGAAP) 
and give a “TFV”. The survey questionnaire was restricted to individual investors in the 
UIC and US. A random sample of 500 individual investors was provided by professional 
organisations of US investors, with the response rate of 37.2%. While UK investors were 
selected from a database of an international media firm. A random sample of 500 was 
selected and provided with the same instruction and information as US investors. The 
UK’s response rate was 21.4%.
From the results, UIC investors gave more confidence to a report using give a TFV (64%), 
using two terms (27%), and only 9% preferred to use PFGAAP. With regard to the US 
investors, the results similar to the UK’s that 44.7% of respondents gave more confidence
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to TFV, 31.8% prefer using two terms, and 23.4% prefer PFGAAP. The results also 
showed that a majority of UK and US respondents agreed that a TFV implies that financial 
statements are not misleading and free from undue bias.
It is possible to infer that the results showed a tendency for both UK and US investors to 
prefer the term TFV to PFGAAP. This might be because they perceived that the financial 
statements using the term “give a TFV” implied that those financial statements are not 
misleading and free from undue bias. However, McEnroe and Martens (1998, p.305) 
argued that ‘when language for the standard unqualified reports is prescribed, investors in 
both countries tend to be indifferent to the exact phraseology’ . Hence, they suggested that 
‘ it should not be concluded from this study that the US ASB should prescribe TFV 
language as it prescribed by the UK Companies Act’ .
2.7. SUMMARY
The particular labels, such as “give a true and fair view” (TFV) or “present fairly in 
conformity with generally accepted accounting principles” (PFGAAP) have been 
designated in financial reporting as the quality standard for the content of published 
financial statements [Lee (1994)]. The term TFV was introduced first in British law in the 
Companies Act 1947 and was consolidated into the 1948 Act. Previously, other 
combinations of “full”, “fair”, “true” and “correct” had been used in nineteenth century 
laws. Latest, the term “true and correct view” was changed to TFV after advice from the 
accountancy profession that the word “correct” was too precise to reflect the practice of 
accomiting and auditing.
Although the phrase TFV has existed since 1947, no explanation of its meaning has been 
offered either in the law, accounting or auditing standards, or other professional 
pronouncements. There are several attempts from some authors who have contributed an 
extensive literature on the meaning of TFV, for example Edey (1971), Lee (1981), Lee 
(1982), Hoffman and Arden (1983), Rutherford (1985), McGee (1991), and Walton (1991). 
However, only nominal definitions have been provided and no consensus has been 
reached. It can be argued that even though many nominal definitions have been given, 
they still cannot answer the question of what TFV really means.
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Although, the TFV literature is not remarkable for empirical research, there are a number 
of studies concerning these concepts that can be pointed out -  for example, Houghton 
(1987) Nobes and Parker (1991), Parker and Nobes (1991), Low and Koh (1997), and 
McEnroe and Martens (1998). Findings of the cited empirical studies are mainly related to 
synonym and concepts attached to the phrase itself, for example compliance with GAAP, 
compliance with legal requirements, free from material error, free from bias, or not 
misleading.
In brief, TFV is a “dynamic concept” which could have been interpreted differently based 
on time and place of aplication. In the UK context, the concept and practice of TFV have 
been used by accountants in order to defending or trying to enhance their professional 
status, for example the exercise of PAJ by preparers and auditors of financial statements in 
overriding an accounting standards. Due to the lack of official meaning, the suggestion that 
TFV may mean different things in different countries has been noted by authors such as 
Nobes (1993), Higson and Blake (1993), Alexander (1993), Burlaud (1993), and Hudaclc 
and Orsini (1993). The next chapter is a continuation of the discussion on the concept of 
TFV, mainly focusing on international perspective.
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CHAPTER 3 
AN INTERNATIONAL PERSPECTIVE OF TFV
3.1. INTRODUCTION
Although the “true and fair view” (TFV) concept originated from the UK, it has been 
exported to continental Europe via the Fourth European Union (EU) Accounting Directive. 
However, it seems that the TFV concept, and especially the TFO concept, are very new to 
most of the continental European countries. As discussed in the previous chapter, because 
of the lack of a given official definition and the flexibility of the EU Directives’ 
enforcement, each member state interprets and implements the TFV concept differently. 
This can inhibit the harmonisation of accounting practice within the EU.
This chapter presents part 2 of the literature review relating to the TFV concept. It adopts 
an international perspective, to consider the interpretation and implementation of the TFV 
concept by other countries besides the UK. This chapter is structured as follows: Section
3.2 looks into an international perspective of financial reporting. Section 3.3 discusses the 
issues of TFV and the TFO concept in the EU Accounting directives. Section 3.4 considers 
the subject regarding the overriding concept in the IASB, USA and Australia. Finally, a 
summary and conclusions are presented in Section 3.5.
3.2. INTERNATIONAL PERSPECTIVE OF FINANCIAL REPORTING
The growth and globalisation of business operations have led to an increase in acquisitions 
of “non-domestic” enterprises and also in companies’ need for capital, which has caused a 
significant evolution of international capital markets. The engagement into an international 
capital market brings out the important point, namely, that accounting seems to differ in 
content and application from country to country [Parker (1998a)]. Haller and Walton 
(1998, p.l) point out that ‘ [the] differences exist is not of itself automatically a problem, 
but they certainly oblige the business to consider whether they have an economic 
impact...’ They also note that accounting differences can lead to inefficiencies, “missed 
opportunities”, and “distortions of economic behaviour”. Thus, in some circumstances, any
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attempt to change national accomiting to fit some international pattern might cause those 
kinds of problems.
According to Haller and Walton, accounting, in fact, is used as a medium for 
communicating economic information or as an economic language. Like an ordinary 
language, this economic language has to be developed or adapted closely to the needs of 
the individual cultural group. Choi et al. (1999, p.28) claim that in order to remain 
technically and socially useful, accounting, which acts as a “service function”, must 
respond to changing needs of society and must reflect the cultural, economic, legal, social 
and political conditions within which it operates.
Haller and Walton state that the nationally evolved accounting language is adapted to its 
local purposes, but not intended to be used for communicating across into different nations 
or cultures. Therefore, applying a national accounting “language” into an international 
context will almost certainly be followed by misunderstanding. This is because of the 
differences in the information sent and also because of the differences relating to the 
perception and interpretation of the information by the receivers or the users. This problem 
can be illustrated by the following figure.
Figure 3.1: Reasons for the International Accounting Differences
Source: Haller, A. and P. Walton, (1998), Country Differences and Harmonisation, in Walton, P., A. Haller, and B Raffournier, eds., 
(1998), International Accounting, London: International Thomson Business Press.
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Financial reporting involves the publication of financial statements (profit and loss 
account, balance sheet, etc.) together with supplementary material such as notes, a 
management report and a report by external auditors. Parker (1998a) noted that the 
differences in the basis of financial reporting and accounting practices in different 
countries could be very large and there is no easy rule-of-thumb adjustment from one basis 
to another.
Furthermore, Archer and McLeay (1991, p.347) pointed out that the internationalisation of 
financial markets has led to an increasing tendency for large business organisations to 
undertake what may be termed “transnational financial reporting”, using one or more 
languages in addition to the language of the original report. They state that audit reports are 
linguistically interesting in a number of ways that are related to the auditor’s role and 
professional obligations (and potential legal liability) to various classes of reader.
Haller and Walton (1998) point out that in the capital market oriented countries, such as 
UK and US, accounting is very much oriented towards the objective of presenting as far as 
possible a “realistic image” of the economic situation of the company. This objective 
makes financial preparers focus on the qualitative characteristics of accounting 
information, such as relevance, materiality, comparability, consistency and the accrual 
principle which seem to have a significant impact on the measurement and disclosure 
practices. It can be argued that the objective has created maxims of accounting such as 
“fair presentation” in the US or “true and fair view” in the UK, which financial reports 
should convey.
Alexander and Archer (2001a) examined the “ontological issue” of what should be 
understood by “economic reality” in the context of financial accounting and reporting, and 
the “epistemological issue” of the relationship between that economic reality and 
representations of it. They used Rawls’ (1971) Theory of Justice, namely “procedural 
justice”, in order to argue that such a meta-rule (i.e. true and fair override) has an important 
role to play. However, they found that use of the override as a means of mitigating the 
effects of bounded rationality in standard-setting (i.e. the inevitability of loopholes) 
experiences the problem of opportunism in the exercise of the override. If the UK TFV is a 
“dynamic concept” which is liable to change over time [Arden (1997)], thus according to 
Alexander and Archer (2001a), such changes need to be reflected in the rules by “due
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process”. If these changes are left to the exercise of the override, opportunistic creative 
accounting will be facilitated [Alexander and Archer (2001a)].
On the contrary, when banks dominate as the source of finance within the country, creditor 
protection is emphasised. Banks play a predominant role as creditors as well as 
shareholders in the financing of corporations in such countries as Germany, Japan, and 
Switzerland. Nobes (1998a) pointed out that in most continental European countries and in 
Japan, the small amount of outsider shareholders caused the external financial reporting to 
be largely invested for the purpose of protecting creditors and for government, as tax 
collector or controllers of the economy. He went on to state that this creditor orientation 
has discouraged the development of flexibility, judgement, fairness, or experimentation in 
accounting practice.
Archer and McLeay (1991) also suggested that translating the external auditor’s reports, 
especially the terms “true and fair view” (TFV) of the UK and “present fairly in 
accordance with GAAP” (PFGAAP) of the US, could present various kinds of problems of 
either ‘a pragmalinguistic or a sociopragmatic nature, and a number of “coping strategies” 
are employed’ . With regard to the terms TFV and PFGAAP, there may be “semantic”1 
differences, which reflect institutional differences between the “signifieds” in the 
countries, and “pragmatic” differences, i.e. different ways of signifying what may be the 
same signifieds.
Hoffman and Arden (1983, p. 155) stated that in order to give a “true and fair view”, the 
financial statements should contain information that is ‘sufficient in quantity and quality in 
order to satisfy the “reasonable expectations” of the users to whom they are addressed’ . 
However, Stacy (1997) pointed out that “reasonable expectations” of the financial 
statement users seemed to be affected by the accounting practices and also legal 
requirements existing at any time and/or in any place. Therefore, the accounting practice 
seems to evolve and alter in response to changing business and economic needs. This 
might lead to the question that the meaning of the TFV might differ from one country to 
another.
1 Semantics is concerned with the sense ofterms [Archer and Mcleay (1991, p.348)].
2 Pragmatics relates to practices (for example, in financial reporting and auditing). Pragmatics may be divided into two branches: 
Pragmalinguistics, which is concerned with the resources available for conveying particular communicative (or iilocutionary) force in a 
given language; and Sociopragmatics, which studies how pragmatic principles operate in different cultures, in different social situations, 
etc. [Leech (1983, pp.11-12)]
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Much of the existing debate on the significance of the TFV requirement in Europe has 
been polarised between those who believe that there can be only one interpretation across 
all member states and those who believe that the principle takes on an different context in 
each members. Cook (1997) claimed that each member state needs the ability to apply the 
TFV requirement in the context of its own legal and institutional environment.
3.3. TFV AND EU ACCOUNTING DIRECTIVES
The Fourth and Seventh Directives have had the most impact on the financial reporting 
practices of the EU member states. The EU attempted to use these Directives as a legal 
framework to achieve a minimum and acceptable level of comparability across financial 
statements compiled in each member state. Van Hulle (1990) states that the Fourth 
Directive, issued on 25 July 1978, is the kingpin of accomiting harmonisation within the 
community. However, he points out that this directive does not set out to emphasise 
accounting rules across the EU, but it rather aims at comparability and equivalence of the 
financial information to be published by limited companies. In addition, it also provides 
the frame of reference for the Seventh Directive on consolidated accomits and for the 
sectoral directives on the financial information to be published by banks and insurance 
companies.
3.3.1. TFV and The Fourth Directive
The idea of TFV as a British requirement for financial reporting has been exported to 
continental Europe via the Fourth Directive of Company Accoimts following the entry of 
the UK to the European Economic Community (EEC). This brought the idea of TFV 
forward. Nobes (1993, p.36) believed'that in the UK ‘it was the absence of rules rather 
than the presence of the TFV that was traditionally important’ . Hopwood (1990) and 
Parker and Nobes (1991) noted that the TFV became important to the British profession 
when accounting rules became more codified in the 1971 draft of the Fourth Directive.
In accordance with the Article 2 of the Fourth Directive, “the annual accoimts shall give a 
‘true and fair view’ of the company’s assets, liabilities, financial position, and profit or 
loss”, and therefore companies in all EU member states are required to comply with this
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[Walton (1997)]. Moreover, companies are required to depart from a particular provision in 
the directive if the application of that provision does not lead to the accounts giving a TFV.
The chronology of publishing the Fourth Directive, based on the summary given by 
Walton (1997), goes back to 1965. In 1965, the European Commission asked the 
accounting profession in the six member states -  including France, Germany, Italy, 
Belgium, Netherlands, and Luxembourg -  to constitute an expert group to prepare a report 
on the harmonisation of accounting for listed companies. However, Luxembourg in the 
event did not participate. This group was so-called “Groupe d’Etudes Droit des Societes” 
which was formed under the chairmanship of Wilhelm Elmendorff who was a partner in an 
accounting firm in Diisseldorf.
The Groupe d’Etudes finished its report in 1968, and was then asked to prepare a second 
report dealing with the extension of its harmonisation recommendations into consolidated 
accounts and to the accounts of private limited companies. The draft of this report was 
finished in 1970 and the first draft of the Fourth Directive issued in 1971. However, this 
draft contained no reference to the TFV concept and it was the subject of published 
comments by the European Parliament, the Economic and Social Committee and the 
Groupe d‘Etudes, quite apart from less public lobbying by governments and other 
interested groups [Walton (1997)].
The UK, Ireland and Denmark joined the European Community (EC) in 1973. The second 
draft in 1974 stated only one paragraph similar to paragraph 3 of Article 2 of the published 
Fourth Directive. There was no reference to the principles of regular and proper accounting 
and was no requirement for extra information and a possible override of specific rules as 
laid down in paragraph 4 and 5 of the Fourth Directive. The 1974 draft of the Directive 
amended article 2 and incorporated the reference to a TFV. Nobes (1993) pointed out that 
the 1974 draft of the Fourth Directive contained requirements both to give a TFV and to 
comply with the provisions of the Directives. However, the draft did not mention how to 
deal with problems that might occur due to a conflict between those two requirements.
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In 1978, the final draft was published. The draft referred to the TFV concept in Article 2, 
paragraph 3 and also included the requirement for extra information if the application of 
the Directive would not be sufficient to give a TFV (in paragraph 4) and a possibility to 
override specific rules in exceptional cases where the application of a provision of the 
Directive will not lead accoimts to give a TFV. Table 3.1 presents the Article 2 of the 
drafts of the Fourth Directive in English versions.
Table 3.1 Article 2, 4th Directive, English Versions
1. The annual accounts shall comprise the balance sheet, the profit and loss account and 
the notes on the accounts.
These documents shall constitute a composite whole.
2. The annual accounts shall conform to the principles o f regular and proper accounting.
3. They shall be drawn up clearly and, in the context of the provisions regarding the 
valuation o f assets and liabilities and the layout of accounts, shall reflect as accurately 
as possible the company’s assets, liabilities, financial position and results.
1. (As 1971 Draft.)
2. The annual accounts shall give a true and fair view o f the company’ s assets, liabilities, 
financial position and results.
3. They shall be drawn up clearly and in accordance with provisions o f  this Directive.
1. The annual accounts shall compromise the balance sheet, the profit and loss accounts 
and notes on the accounts.
These documents shall constitute a composite whole.
2. They shall be drawn up clearly and in accordance with the provisions o f this Directive.
3. The annual accounts shall give a true and fair view o f the company’ s assets, liabilities, 
financial position and profit and loss.
4. Where the application o f the provisions o f this Directive would not be sufficient to 
give a true and fair view within the meaning of paragraph 3, additional information 
must be given.
5. Where in exceptional cases the application of a provision o f this Directive is 
incompatible with the obligation laid down in paragraph 3, that provision must be 
departed from in order to give a true and fan view within the meaning o f  paragraph 3. 
Any such departure must be disclosed in the notes on the accounts together with an 
explanation o f the reasons for it and a statement o f  its effects on the assets, liabilities, 
financial position and profit or loss. The Member States may define the exceptional 
cases in question and lay down the relevant special rules.
6. The Member States may authorize or require the disclosure in the annual accounts o f 
other information as well as that which must be disclosed in accordance with this 
Directive.
Source: Alexander, D., (1993), ‘A  European True and Fair View?’, European Accounting Review, Vol.l, pp.59-80.
Neither the Fourth nor Seventh Directives defines the meaning of TFV. As mentioned 
earlier, the origin of the TFV came from a country with a common law tradition (UK), and 
this can cause some discomfort in those member states which have a codified law tradition. 
Van Hulle (1997) pointed out that those member states with a codified law tradition found 
it difficult to reconcile the overriding principle of a TFV with a set of specific rules, 
detailed layouts and a uniform chart of accounts.
1971 Draft 
(Art. 2)
1974 Draft 
(Art. 2)
1978 Draft
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However, Van Hulle (1997) suggests that the Fourth Directive contains a large number of 
options, which are considered equivalent, and the TFV is not affected by the use of these 
options. Therefore, he concluded that it could not be argued that accounts which are 
influenced by tax rules cannot show a TFV, as long as the appropriate disclosures have 
been made in the notes in accordance with the requirement. Although the TFV concept of 
the EC may have been borrowed from the UK, its final interpretation remains with the 
European Court of Justice. However, the European Court of Justice has not yet had the 
opportunity to rule on the meaning of TFV.
Nevertheless, Baydoun (1995) noted that the TFV concept might require a significant 
departure from the French accoimting approach. According to Scheid and Standish (1989), 
the TFV promotes the role of the discretion of management and depends largely on the 
professional judgement of accountants and requires accounts to be drawn on the basis of 
economic substance rather than legal form. Therefore, Baydoun concluded:
Impact o f the true and fair view concept on French accounting is likely to be a matter o f 
form rather than substance. When this concept is filtered through the cultural characteristics 
o f French society, it is likely to be distorted and its impact will probably be significant. 
[Baydoun (1995, p.236)]
This means that the idea of TFV or substance over form can be distorted by the French 
detailed fiscal and legal regulations. Therefore, it is possible to infer that the compliance 
with the EC Directives of the French firms, since 1984, involved changes in the law and in 
audit reports. However, Baydoun argues that, despite those changes, the basic assumptions 
underlying French accoimting are still almost the same. Hence, he concluded that the 
compliance with the Directives requirements has resulted in additional disclosure of 
accoimting information by French firms.
Nobes (1993) claimed that the Netherlands was the only continental EU country which was
an exception to the lack of TFV concept prior to the introduction of the Fourth Directive.
The Annual Accounts of Enterprise Act 1970 of the Netherlands contained the overriding
requirement that accounts should enable a “sound insight” and should be “shown faithfully
and systematically”. Therefore, in the Netherlands not only one but two concepts, which
are broadly equivalent to the British TFV concept, existed prior to the Fourth Directive.
According to Zeff et al. (1999, p.524), those concepts are:
First, since 1970, Dutch company law contained an overriding requirements that financial 
statements provide ‘an insight such that a well-founded opinion can be formed concerning 
the financial position and income’ o f the company. ... Second, the recommended standards
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form o f the Dutch auditor’s report has, since 1972, referred to (een) getrouw beeld... which 
literally means ‘ [a] faithful image’ , more closely resembles true and fair view and is 
ordinarily so translated into English.
In other member states, for example, in Portugal, the present law has not included a 
provision in its laws that a company must depart from the requirements of the law in order 
to give a TFV. Italian law permits but does not require departure from legal requirements 
to give a TFV [ECC (1987)]. Prior to enacting the EU Directives, Denmark had little 
accounting regulation compared to any other EC countries. Nobes (1998a) claimed that 
although Denmark had accepted Anglo-American accounting influences since World War 
II, it had no TFV or similar requirement. Unlike the UK and Ireland which also had little 
law on accounting, but they did have the legal predominance of TFV. Although, all EU 
member states, other than Germany, allow departures to be made in unusual or exceptional 
cases, none have defined or even given examples of such conditions. However, according 
to ECC (1987), Germany has included a provision in its law that, if special circumstances 
result in the financial statements not giving a TFV, then additional disclosures are required 
in the notes to the financial statements.
3.3.2. TFO and the Fourth Directive
In the present wording in paragraph 4 and 5 of Article 2 of the Fourth Directive (see Table 
3.1), there can be no doubt that the TFV principle is an overriding principle. This idea of 
TFO was introduced to the Accounting Directives at the request particularly of the Danish, 
Dutch, and UK delegations. Van Hulle (1997) points out that the disclosure requirement 
[in Art. 2(4), (5)] is the necessary counterpart to the override. Fie also claims that TFO is 
an important feature of European accounting law, because it requires those who prepare the 
accounts to apply professional judgement.
A similar provision can also be found in the Seventh Directive, Article 16.3 -  16.5, for the 
consolidated accounts. According to the Seventh Directive:
Consolidated accounts shall give a TFV o f the assets, liabilities, financial position and 
profit or loss o f the undertaking included there in taken as a whole (Article 16.3); ...where 
the application o f the provisions o f the Directive would not be sufficient to give a 
TFV...additional information must be given (Article 16.4); and when, in exceptional cases, 
the application o f the provision...is incompatible with the obligation impounded in that 
paragraph that provision must be departed from in order to give true and fair 
view...(Article 16.5) [Flint (1988, p. 16)].
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However, Van Hulle (1993a) points out that under the Seventh Directive, the overriding 
effect of the TFV requirement has been limited only to the issue of the scope of the 
consolidation. With the approval of the Fourth EC Directive, the TFV principle of Article
2.3 -  2.5 became a key accomiting principle for those countries in the EC. Article 2.3 -  2.5 
of the Fourth Directive have been implemented throughout the EC states members. 
Ordelheide (1993) noted that since the substance of the European TFV principle is not 
explicitly determined, the accounting principles and individual accounting rules of the 
Fourth Directive have to be used for the pmpose of interpretation. However, Ordelheide 
stated that the European form of TFV could not conceal the fact that current accounting 
practice on the EC countries is characterised to a considerable degree by national 
differences.
3.3.3. The Implementation of the Fourth Directive
The Fourth Directive took many years to implement. Some member states anticipated the 
content and then made subsequent legal adjustments (e.g. Belgium), other were quick off 
the mark (e.g. Denmark and UK), some were slow (e.g. Italy), or had joined the EC after 
the adoption of the Directive (e.g. Greece, Spain, and Portugal). Table 3.2 presents the 
date when the Fourth Directive was implemented and the date when it first applied by the 
member states.
There is no doubt that the TFV concept is new for most EU member states. According to 
ECC (1987) and Van Hulle (1997), some member states (e.g. Germany, Austria, Finland, 
and Sweden) were very unhappy about this concept. Thus, they refused to fully implement 
it. For example, traditionally, the German annual accounts must comply with the 
“Grundsatze ordnungsmafiiger Buchfuhrung” (GoB) (according to Ordelheide (1993) this 
is approximately equivalent to Generally Accepted Accomiting Principles, i.e. GAAP), 
which satisfy detailed rules and the scrutiny of the tax inspector. It is to a large extent the 
case that the tax rules are the dominant accounting rules in Germany. Nobes (1998a) stated 
that, in Germany, the commercial code Handelsgesetzbuch (HGB) should be the same as 
the tax accoimts (Sleuerbilanz). He also pointed out that there is even a term for this idea, 
called “Massgeblichkeitsprinzip” or the “principle of bindingness”.
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Table 3.2 Implementation o f the Fourth Directive
Country Implementation legislation Date of first application
Belgium Law of 17 July 1975
Royal Decree of 8 October 1976
Law of 1 July 1983
Royal Decree of 12 September 1983
01-01-1984
Denmark Law 284 of 10 June 1981 
Law 285 of 10 June 1981
01-02-1982
France Arretd ministdriel of 27 April 1982
Loi 83-353 of 30 April 1983
Ddcret duplication 83-1020 of 29 November 1983
01-01-1984
Germany Bilanzrichtlinien-Gesetz of 19 December 1985 01-01-1987
Greece Presidential Decree 1123/1980 of November 1980 
Presidential Decree 409/1986 of 12 November 1986 
Presidential Decree 419/1986 of 25 November 1986 
Presidential Decree 498/1987 of 31December 1987
01-01-1987
01-01-1988
Ireland Companies (Amendment) Act 1986 01-01-1987
Italy Presidential Decree 127 of 9 April 1991 17-04-1991
Luxembourg Loi du 4 rnai 1984 portant modification de la loi du 10 aout 1915 
concernant les soci6t6s commerciales
01-01-1985
Netherlands Law of 7 December 1983 
Royal Decree of 22 December 1983 
Royal Decree of 23 December 1983
01-01-1984
Banks and Insurances
01-01-1985
Portugal Decree-law 410/89 of 21 November 1989 01-01-1990
Spain Law 19/1989 of 25 July 1989 
Decree 1564/1989 of 22 December 1989 
Decree 1643/1990 of 20 December 1990
01-01-1990
United Kingdom Companies Act 1981 16-06-1982
Source: Adopted from ECC (1993), Accounting Standards Setting in the EC Members States, Luxembourg: ECSC-ECC-EAEC
Nobes (1998b) noted that one obvious example of these areas affected by this is 
depreciation. In the UK, the amount of depreciation charged in the published financial 
statements is determined and influenced by the accounting standard, Standard Statement of 
Accounting Practice No. 12 (SSAP 12), Accounting for Depreciation3. As quoted from 
Nobes (1998b), it is stated that ‘depreciation should be allocated to accoimting periods so 
as to charge a fair proportion of the cost or valuation of the asset to each accoimting period 
[SSAP 12, par. 1]’ . The amount of depreciation for tax purposes in the UK is determined 
by capital allowances. Nobes states that these capital allowances are a formalised scheme
3 SSAP12 was superseded by Financial Reporting Standard No.15 (FRS15) in March 2000.
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of tax depreciation allowances designed to standardise the amount allowed and to act as 
investment incentives.
On the contrary, in Germany the tax regulations lay down depreciation rates to be used for 
particular types of assets. These are generally based on the expected useful lives of assets, 
but accelerated depreciation allowances are also available. If these allowances are to be 
claimed for tax purposes, they must be charged in the financial accounts. Thus, this charge 
against profit would be said by UK accountant not to be “fair”, even though it could 
certainly be “correct” or “legal” [Nobes (1998b)]. The recent requirement for German 
accounts to be “fair” has largely been met by extra disclosures rather than a change in the 
presentation of numbers in the financial statements.
Regarding the German law, it is assumed that compliance with the legal provisions will 
normally ensure that a TFV is given. Ordelheide (1993, p.86) argues that the German 
commercial code HGB §264 (2) does not properly enact the Fourth Directive’s TFV 
concept because the German legislator has not implemented Article 2(5), concerning TFO, 
into the German law. Nobes (1993) argues that the German accounting tradition would 
have to be overturned in order to allow TFV to override specific rules. In other words, 
Germany has found its own way to continuing with its traditional accounting practice 
despite the EC Directives.
Nobes (1993) classified the national stances towards the implementation of the Directive 
into three main types:
i) Continued dominance of TFV -  In the UK and Ireland, Parker and Nobes (1991) 
state that the continued primacy of the TFV has been used both by standard setters 
and by auditors to enable commercial circumstances of various sorts of prevail over 
specific legal considerations. Nobes (1993) suggested some examples of the 
primacy of TFV which has been used by the standard setters to override the details 
of the law in several cases:
a) SSAP 9 (Stocks and Work in Progress, para. 39 and Appendix 3, para. 12) 
suggests that LIFO should not normally be used because it will not give a TFV, 
whereas the Fourth Directive (Ait. 40) and the British law specifically allow it 
(Companies Act 1985, Schedule 4);
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b) SSAP 194 (Investment Properties) requires investment buildings not to be 
depreciated whereas the Fourth Directive and, therefore, British law requires all 
fixed assets with limited usefiil lives to be depreciated (Companies Act 1985, 
Schedule 4);
c) Other cases where TFV has been used may not override the detail of the law but 
address conflicts in it. For example, SSAP 20 (Foreign Currency Translation) 
requires the taking to income of gains on unsettled long-term foreign currency 
loans. This is not “prudent”, which is a mandatory principle in the Directive, 
and therefore the gains are not distributable. However, the Directive (Art. 31,2) 
and the British law do allow departures from the basic principles for 
accounting. SSAP 20 claims that, in this case, the accrual convention (also a 
mandatory principle in the Directive) should override prudence in order to give 
a TFV.
ii) Enthusiastic change -  In some countries, the implementation of the Fourth 
Directive was used as a means of changing accoimting in an implicitly Anglo- 
Saxon direction. Governments (including stock market regulators) may have 
already been moving in this direction as capital markets expanded and international 
capital flows grew. Denmark, for example, was first to implement the Directive, 
included many options and seems closer in line with the UIC and the Netherlands 
now than before the Directive.
iii) Specific rules continue to override general rules -  Germany seems to be an extreme 
example of this case, it assumed that compliance with the legal provisions will 
normally ensure that a TFV is given. The Bilanzrichtlinien-Gesetz of 1985, which 
implemented the Fourth, Seventh and Eighth Directives, is the only EC 
implementation which does not specifically require the TFV to override legal 
provisions in exceptional cases (i.e. it does not implement Ait. 2.5). The German 
law uses the words from the Directive but, like the Spanish, precedes them with 
works which might be translated approximately as “in compliance with accepted 
accoimting principles”. [Nobes (1993, pp.43-45)]
4 IASC is at present reviewing its standard, IAS 25 (Accounting for Investments) which includes the treatment of investment properties. 
The ASB is following and contributing to the international debate on investment properties and may review SSAP19 in due course, in 
the light o f the outcome o f the IASC project. See website: http://www.asb.org.uk
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3.3.4. The Issue of Language and Meaning in the Fourth Directive
Once agreed upon, a Directive is a binding agreement by all member states of the EU that 
they will introduce national legislation. This means that all member states are required to 
implement the Directives. However, it does not mean that citizens or institutions within a 
member state are required to follow the Directives, unless and until the contents of the 
Directive are enacted by legislation within the state. Another important point is that each 
Directive exists not just only in one language version, but in each of many EU official 
languages. Regarding the language version applicable to a particular member state, there 
may not be perfect semantic equivalence among different language interpretations of the 
Directives [Alexander and Archer (2001b)].
The TFV principle has now been incorporated into the accounting law of all EU member 
states, and it is a concept of community law because of its inclusion in the EC Accounting 
Directives. Although the origin of the TFV concept came from the UK, Van Hulle (1993a) 
claimed that the original interpretation and practice could no longer be used because of the 
socio-economic, cultural, and legal differences between member states. Therefore, the TFV 
may mean different things in different countries [Nobes (1993) and Higson and Blake
(1993)].
Alexander (1996, p.485) points out that ‘accounting is “culture related” and “culture 
specific” in its practice and its application. A single European view, of any stated concept is 
only likely if Europe develops a single common culture, and this is both unlikely and 
undesirable’ . Burlaud (1993) believes that there are number of different Fourth Directives, 
depending on the language version one chooses to read. Although the original version of 
the Fourth Directive was in French, there are several versions of the Directive in other 
different languages such as English, and German. As Burlaud pointed out:
If the EC had its own official language, there would be a translation problem, at least as 
regards German, English, and French, with article 2 o f the Fourth Directive...In English 
the ‘ true and fair view’ o f the ...assets, liabilities, financial position and profit or loss could 
be interpreted literally as ‘an exact and trustworthy picture of the assets, liabilities, 
financial situation and profit or loss’ . As for the French version, that states the annual 
accounts should give ‘a faithful image o f the owner’ s capital, the financial situation and the 
results’ . But there is not a single official EC language, and in certain limited cases one 
could imagine that the expressions ‘ real situation’ , ‘exact and trustworthy picture’ and 
‘ faithful image’ are not equivalent to each other and that there are therefore several 
versions o f the Fourth Directive. [Burlaud (1993, p.95)]
Chapter 3 An International Perspective of TFV
From the legal point of view, the Fourth Directive is a law. Therefore, a TFV concept is
not a principle of a specific country but that of Article 2(3)-(5) in the Fourth Directive.
Ordelheide (1993, p.81) explained that
[a]t first glance, it may seem like splitting hairs to distinguish between the traditional 
British principle o f true and fair and the European true and fair view principle. But legally 
this is warranted because o f  the different legislative bodies and the different areas o f 
application o f the norms. The true and fair principle o f the Fourth Directive is an 
autonomous European norm.
Alexander (1993), Burlaud (1993) and Hudaclc and Orsini (1993) also discussed the 
meaning of the different translations of the expression “TFV” in the EC. For the issue of 
semantic equivalence, they however, concluded that there is no certainty that it means the 
same thing in different member countries. Therefore, it is possible to infer that annual 
accounting reports which are regarded as true and fair in one country would not necessarily 
be interpreted as such in other countries. Flint (1982, p.6) noted that the exact combination 
of the two qualifications, i.e. “true” and “fair”, may be more “accidental” than “intended”. 
Van Hulle (1993 a) also concludes that it is impossible to translate the words “true and fair” 
literally into other countries’ languages in a meaningful way. As mentioned earlier, TFV 
can mean different thing in different countries.
For example, the French version of TFV is “image fidele”. Nobes (1993) claimed that the 
word “fidele”, like any other adjective, has many meanings. It could imply “faithful” as in 
“faithful representation” or it could signify preparation of the accounts “in good faith” . 
Nobes stated that the French governmental body in charge of the Plan Comptable claimed 
that “image fidele ” was a bad translation of a TFV, without suggesting any alternative. 
Parker and Nobes (1994) noted that those continental countries which translated TFV into 
their own language have generally chosen only one word (e.g. “fidele” in French or 
“Getrouw” in Dutch) to represent TFV. Nobes used the literal translation of the term TFV 
in the version of the Directive. He found that eight languages have a unitary wording and 
only English has a dual wording. This can be illustrated by Figure 3.2.
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Figure 3.2 True and Fair View Signifiers in the Directive
True and Fair signifiers in the Directive
Dual
True and fair
English
Unitary
Fa thful Accorc ing to facts
German (1978)
Real
GreekDanish 
Dutch 
French
German (1974)
Italian
Portuguese
Spanish
Source: Adopted from Nobes, C. W., (1993), ‘The True and Fair View Requirement: Impact on and o f the Fourth Directive’, 
Accounting and Business Research, Vol.24, No.93, pp.35-48.
Wlien it comes to implementation of the law in the member states, Nobe pointed out that 
further linguistic complications needed to be added to the above discussion. In terms of a 
classification of the signifiers in national laws, Nobes found that four out of twelve 
countries have a dual expression, as illustrated in Figure 3.3.
Figure 3.3 True and Fair View Signifiers in National Rules
True 
And fair
UIC
Ireland
True and Fair Signifiers in National Rules
Dual
True True
and correct and appropriate
Italy Portugal
Unitary
to fact
France
Belgium
Luxembourg
Spain
Netherlands
Faithful According Real Right-
looking
Germany Greek Denmark
Source: Adopted from Nobes, C. W., (1993), ‘The True and Fair View Requirement: Impact on and o f the Fourth Directive’, 
Accounting and Business Research, Vol.24, No.93, pp.35-48.
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Nobes suggested that this classification might disguise the fact that:
i) a dual signifier can have a more unitary meaning (e.g. in Italy, veritiero ’ is defined 
partly in terms of 'correttamente ’), and by contrast;
ii) a single adjective (e.g. fidele or fiel) can have layers of meaning [Nobes (1993, 
p.41)].
In the UK the concept of TFV in both the former UK Companies Act and in the UK 
version of Article 2(3)-(5) of the Fourth Directive is expressed with the identical wording. 
On the other hand, there is a legal difference between pre-Fourth Directive principles in the 
German and the French versions. For example, in Germany, HGB §243 (1) requires 
enterprises of any legal form to prepare the annual accounting reports in accordance with 
GoB. The requirement for compliance with GoB is changed in HGB §264 for corporations. 
In that commercial code the annual accounts must give “ein den tatsachlichen 
Verhaltnissen entsprechendes Bild der Vermogens-Finanz-and Ertrcigslcige” . According to 
Ordelheide (1993) this sentence is equivalent to the term “TFV”. Burlaud (1993, p.84) 
literally translated this sentence as ‘a picture of the owners’ equity, financial situation and 
results which corresponds to the real situation (or circumstances)’ . He also tried to literally 
translate English and French versions of TFV as “an exact and trustworthy picture” and “a 
faithful image”, respectively.
Baydoun (1995) stated that in France, prior to the introduction of the Fourth Directive, the 
main concern about financial reporting was to ensure that the fiscal and legal requirements 
had been followed. Standish (1998) also stated that the French auditors were required to 
report on the “regularite” (conformity with legal requirement) and "sincerite” (fairness of 
the presentation of the accounts) of the financial statements. However, since the mid 
1980s, the Fourth and Seventh Directives have been incorporated into French financial 
accounting. Since then the French auditors are now required to reported on the conformity 
of annual accounts with the concept of “ image fidele” which is equivalent to “true and fair 
view” concept [Standish (1998)].
The Dutch translation is “getrouw beeld\ which it remained even when the British 
Companies Act 1947 caused the English version to change to TFV. Nobes (1993, p.40) 
pointed out that, according to the .Dutch translation, it has already been suggested that, 
although the English signifier of TFV changed in 1947, there was no intention to change
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what was signified. However, he noted that the term “getrouw beeld” was chosen by the 
audit firms as the Dutch equivalent both of the American “fair presentation” and the British 
TFV. It is possible to infer that one attribute (insight) has been dropped in order to achieve 
a uniform terminology.
Reason for choosing the term “getrouw beeld” over the term “inzicht” given by Zeff et al. 
(1999, p.543) was that there had been a desire ‘on the part of the Dutch audit profession to 
keep a certain distance from the law in order to avoid giving the impression that the task of 
the auditors is completely defined by law or regulations’ . Therefore, it is more convenient 
for the auditors to refer in their opinion to an attribute of professional judgement, getrouw 
beeld, rather than to the primary attribute, inzicht, specified in the law. Another reason 
pointed out by Zeff et al. was that there was a desire on the part of the audit profession to 
ensuring the international practices, especially those in the UK and the US. Parker (1998a) 
claimed that Dutch accounting should be seen as having more in common with Anglo- 
Saxon than with continental European accounting.
Although it was rejected by the drafters of the law [Nobes (1993)], the term “quadro 
fedele” was in fact the official translation of “TFV” in the Italian version of the EC 
Directive. Zambon (2001) defined this term as ‘a faithful picture’ . He claimed that the 
phrase “veritiero e corretto” seemed nearer to the phrase “true and correct”. This is the 
same as mentioned earlier that the Dutch translation of TFV is the same as that of “true and 
correct” . The word “corretto”, in a law in a Roman law country, means ‘in accordance 
with legal rules’ . However, Nobes (1993) suggests that in combination, “veritiero e 
corretto” does not seem intended to signify what is understood in the UK by TFV.
Nobes (1993) stated that, according to the Plan General de Contabilidad of Spain, the term 
“la imagen fiel” deals with the double concept of lack of bias and objective, and there is 
also a reference to truth. Although the Portuguese also have the Directive’s “imagem fiel” 
in their Commercial Code, Nobes pointed out that the Plano Oficial de Contabilidade 
requires to depart from that Commercial Code in an attempt to translate the English 
original. Due to the French influence over Portugal and Spanish financial accomiting 
practices [see Ferreira (2001) and Martinez (2001)], these two terms, “la imagen fiel” of 
Spain and “imagem fiel” of Portugal, are in fact translations of French “image fidele”.
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Table 3.3 presents the signifieds analogous to TFV both in Law and in Directive and also 
outlines the period that the Fourth Directive was implemented by the member states.
Table 3.3: The Origins and Spread o f True and Fair View
Country W ords in Law before 
Directive
W ords in Directive Implementation 
o f Directive
W ords in Law  
if different from  
Directive
UK a true and fair view (1947)
a true and fair.view
1981 -
Ireland a true and fair view (1963) 1986 -
Netherlands 1. geeft een zodanig inzicht 
dat een verantwoord 
oordeel kan worden 
gevormd...
2. geeft getrouw en 
stelselmatig (1970)
een getrouw beeld 1983 1. (as in 1970)
2. geeft getrouw, 
duidelijk en 
stelselmatig
Denmark - et p&lideligt billede 1981 et retvisende 
biliede
France une image fiddle (een 1983 _
Luxembourg - getrouw beeld in 1984 -
Belgium Flemish) 1985 -
Germany ein den tatsachlichen 
Verhaltnissen 
entsprechendes Bild
1985 Unter Beachtung 
der Grundsatze 
ordnungsmSssiger 
Buchfuhrung (then, 
as Directive)
Greece - ten pragmatiki ikona 1986 -
Spain una imagem fiel 1989 la imagen fiel...de 
Conformidad con 
Las disposiciones 
Legales
Portugal uma imagem fiel 1989. uma imagen 
verdadeira e 
apropriada(1989 
plan)
Italy “ un quadra fedele 1991 rappresentare in 
Modo veritero e 
Corretto
Source: Adopted from Nobes, C. W., (1993), ‘The True and Fair View Requirement: Impact on and of the Fourth Directive’, 
Accounting and Business Research, Vol.24, No.93, pp.35-48.
In fact, there is not a single official EC language. This raises the issue of whether the 
expressions used to denote the TFV in the various EU member states are semantically 
equivalent, and, if not, whether there is not just one TFV concept, but a whole family of 
them. Ordelheide (1993) stated that, as a concept of European law, although the meaning
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of TFV has not yet been defined either in the UK Companies Act or EC Accounting 
Directives, its final interpretation should remain with the European Court of Justice.
In brief, it is impossible to translate the words “true” and “fair” literally into any other 
Community language in a meaningful way. Flint (1982) suggests that the exact 
combination of the two qualifications may well be more accidental than intended. 
Therefore, one might argue that the accounts which are regarded as “true and fair” in one 
EC member state would not necessarily be interpreted as such in another. This might be 
because of different culture in each member states. Alexander (1996) noted that accounting 
is “culture related” and “culture specific” in its practice and its application.
3.4. TFV: OUTSIDE EU
3.4.1. The International Accounting Standards Board (IASB)5 .
Although the IASB is an accoimting standard setting body, its standards are not 
enforceable by law. International Accoimting Standards (IAS) are not generally accepted in 
the EU nor are they accepted in the US. Hence, compliance with IAS is purely voluntary, 
relying for their implementation on their constituencies to encourage harmonisation of 
national bodies with its standards [Adams et al. (1993), Van Hulle (1993b), Thorell and 
Whittington (1994), and Dunk and Kilgore (2000)]. Weetman et al. (1998) stated that 
endorsement by both the International Organisation of Securities Commission (IOSCO) 
and member Securities Commissions is an essential prerequisite for the enforcement of 
IAS and ultimately for the global harmonisation of accoimting standards.
The introduction of an “overriding” concept in the revised IAS 1 represented a major 
change in the IASC/IASB’s policy. Nothing similar had appeared in any earlier IAS. 
Indeed, while “fair presentation” had underpinned those earlier IAS, the IASC/IASB was 
very much of the view that compliance with GAAP must mean compliance with all IAS 
[Cairns (1999)]. The idea of an overriding concept was considered briefly during the 
development of the framework, but in 1996 the IASC board issued an exposure draft (ED) 
rejecting the use of an override. IASC believed that an override would impair the ability of
5 The International Accounting Standards Committee (IASC) was comprehensively restructured in 2001 and re-named the International 
Accounting Standards Board (IASB).
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international investors to rely on the comparability of financial statements prepared in 
accordance with IAS [IASC (1996, p.4)].
When it issued E53, the IASC acknowledged that an override might be necessary in 
individual jurisdictions, mainly to overcome less flexible legal requirements, but it could 
not envisage any circumstances in which compliance with ‘the less rigid IAS requirements’ 
could result in misleading financial statements [IASC insight, July (1996, p. 16)]. The 
IAS C/I ASB also felt that it might be impossible to limit the override to the rare 
circumstances in which its supporters felt it was necessary [IASC Insight, July (1996, 
p. 16)]. For example, the override might be used to apply IAS selectively or apply 
accounting treatments which the IASC/IASB had banned in IAS financial statements.
In their 1996 E53 exposure draft, the IASC proposed that financial statements should 
“present fairly” an enterprise’s financial performance and position. IASC (1996) stressed 
that a fair presentation was suggested to require compliance in all material respects with all 
applicable standards. IASC also believed that this proposal, together with a requirement to 
report that financial statements comply with IAS, with details of any departure, was 
designed to enhance the reliability and comparability of financial statements.
However, in April 1997, the IASC/IASB’s position, with regarding to the use of an 
override, changed [IASC Update, April (1997, p.2)]. The revised version of IAS allows at 
paragraph 13 an override, ‘in the extremely rare circumstances when management 
concludes that compliance with requirement in a standard would be misleading, and 
therefore that departure from a requirement is necessary to achieve a fair presentation...’ 
[IASC (1997)].
Although IASB and US use an identical phrase “present fairly”, the overriding idea, which 
is applied by IASB, is not in time with the US approach to compliance with GAAP. As 
quoted from Accountancy (1997, p. 17), under the headline “SEC Miffed at UIC Victory” :
IAS 1, Presentation o f  Financial Statements, was approved but not without the usual 
argument over the true and fair override which has been left in the standard. Essentially in 
US, Canada and Australia do not believe in it but the UK and most European countries do.
The SEC’s Mike Sutton made his disapproval o f the final standard clear at the meeting, 
though he had already written to the IASC to say that the true and fair override was 
unacceptable to SEC staff. “Are you prepared to sign o ff accounts that you know are 
wrong?” Sir David [Tweedie] asked the US. They said yes because that’ s what the rules 
say, and we were just rolling around on the floor at this stage -  it’ s bizarre what the US 
does.
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Alexander and Archer (2000b) point out that the overriding requirement is mandatory if 
the circumstances require it. They also state that ‘while the override represents a major 
difference between IAS GAAP and US GAAP in principle, the restrictions placed on its 
use by IAS 1 suggest that there should not be many cases of it in practice’ [Alexander and 
Archer (2000b, p.2.07)].
3.4.2. USA
In the US, there is a requirement for companies to issue financial statements that “present 
fairly...in conformity with generally accepted accounting principles” (PFGAAP), which is 
the standards issued by the Financial Accounting Standards Board (FASB) and its 
predecessor bodies. The phrase PFGAAP has been a part of the standard US audit report 
since 1939. Lee (1994) claimed that since 1933, the undefined “present fairly” has been 
interpreted in practice strictly in terms of compliance with GAAP. He also stated that this 
idea has been explicitly supported by the American Institute of Certified Public 
Accountants (AICPA) in its professional standards on accounting principle, i.e. see AICPA 
(1988, Rule 203).
However, in 1978 the Commission on Auditors’ Responsibilities (the Cohen Commission) 
recommended that the word “fairly” should be deleted from the standard audit report. A 
survey conducted on the Commission’s behalf contended that there was a significant 
misunderstanding of the phrase PFGAAP by a majority of respondents. The Commission 
went on to state that PFGAAP ‘has been the subject of widely varying interpretations in 
the accounting literature and that it is vague and ambiguous not only to laymen, but also to 
many independent auditors’ [quoted from McEnroe and Martens (1998)]. Alexander and 
Archer (2000a) noted that the US requirement is “to present fairly in accordance with 
GAAP”, not to present fairly in accordance with promulgated GAAP. Thus, they pointed 
out that it is hypothetically possible for fair presentation as required by non-promulgated 
GAAP to override an explicit rule set out in promulgated GAAP.
In the US, auditing standards are promulgated by the Auditing Standards Board (US ASB), 
a subcommittee of the AICPA, which issues Statements of Auditing Standards (SAS). In 
1980 the recommendation of the Cohen Commission to delete “fairly” was included by the
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US ASB in the exposure draft for a proposed SAS. The US ASB received 453 responses 
for that exposure draft submitted by public accountants, industrial firms, and financial 
institutions. Dilliard and Jensen (1983) pointed out that out of six major proposed changes 
in the exposure draft, the proposal concerning the deletion of “fairly” exhibited the highest 
level of opposition from each of the three groups studied. The US ASB eventually 
withdrew the exposure draft from further deliberation.
The current authoritative guidance on the term PFGAAP is SAS 69, the Meaning of 
“Present Fairly in Conformity with Generally Accepted Accoimting Principles” in the 
Independent Auditor’s Report [AICPA (1992)]. SAS 69 superseded SAS 5 [AICPA 
(1975)], which has the same title and mostly concerns the definition of GAAP (i.e. which 
accoimting principles are accorded the status of GAAP) but not the definition of PFGAAP. 
Moreover, McEnroe and Martens (1998, p.291) concluded that a rough definition of 
PFGAAP based on SAS 69 is ‘present in conformity with GAAP, and present in a non­
misleading way because transactions and events have been reported in accordance with 
their substance’ . However, based on paragraph 5 of SAS 69:
...Rule 203 (o f the AICPA Code o f Profession Conduct) provides that an auditor should 
not express an unqualified opinion if the financial statements contain a material departure 
from (official accounting) pronouncements would make the statements misleading. Rule 
203 implies that application of officially established accounting principles almost always 
result in the fair presentation o f financial position, results o f operations, and cash flows, in 
conformity with generally accepted accounting principles. Nevertheless, rule 203 provides 
for the possibility that literal application o f such a pronouncement might, in unusual 
circumstances, result in misleading financial statements. [McEnroe and Martens (1998, 
p.291)]
A clue as to what makes the application of accoimting principles “appropriate” or not 
“misleading” is provided in paragraph 6: ‘Generally accepted accounting principles 
recognise the importance of reporting transactions in accordance with their substance. The 
auditor should consider whether the substance of transactions or events differs materially 
from their form’ .
McEnroe and Martens pointed out that the US ASB believed that following promulgated 
GAAP “almost always” results in reporting in accordance with substance. The use of the 
word “almost” has been indicated by McEnroe and Martens that there is a possibility that 
strict adherence to promulgated GAAP will not result in reporting in accordance with 
substance. As appointed by AICPA in the Rule 203, there is a designated permission to 
depart from GAAP. However, Lee (1994, p.36) claimed that ‘despite the existence in Rule
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203 of a permission to depart from GAAP, no US audit report has contained as opinion 
other than in terms of compliance with GAAP’ . Hence, Lee concludes that the term 
present fairly does not exist as a flexible override in the same way as a TFV does in the 
UK.
By referring to SAS 69, McEnroe and Martens suggested four possibilities, which can be
C»
distinguished:
Statements could be in conformity with GAAP and report in accordance with substance 
(typical accurate statements); statements could be in confonnity with GAAP and not report 
in accordance with substance (statement which involve “creative accounting” that uses 
GAAP loopholes’ would fit in here); statements could be out o f conformity with GAAP but 
still report in accordance with substance (then statements would exemplify the “unusual 
circumstances” mentioned in paragraph 5 o f SAS 69); and statements could be out o f 
confonnity with GAAP and not report in accordance with substance (typical inaccurate 
statements). [McEnroe and Martens (1998, p.292)]
According to Alexander and Archer (1997), if accounting regulation is not specified in full 
detail in legislation, it is possible that: a) a “detailed regulation” might be created by 
professional accounting bodies; or b) the “broad regulation” might be created by legislation 
or by a professional accounting bodies. In other words, the broad regulation may be 
designed on the assumption that in each unique situation or circumstance, the individual 
expert should be able to choose the appropriate course of action within the broad regulation 
laid down. This is similar to the principle of a TFV concept in the UK. Alexander and 
Archer argued that the distinction between detailed regulation (i.e. prescriptiveness) and 
broad regulation (i.e. flexibility) is well illustrated by the differences between “fair 
presentation” as applied in the US and a “TFV” as applied in the UK.
It might appeal' that the terms PFGAAP and TFV refer to quite similar concepts in 
financial reporting. However, there are also number of studies, such as McEnroe and 
Maidens (1998) and Low and Koh (1997), whose results showed that those terms are 
perceived by respondents to be different from each other. As discussed earlier, the term 
PFGAAP can increasingly be considered as being a matter of formal compliance with 
accomiting rules or standards. By contrast, a TFV implies not just only compliance with a 
set of accounting rules, but also attributes to an overriding concept.
Alexander and Archer (1997) claimed that given the increasing number of detailed and 
prescriptive statement of Financial Accounting Standards, the PFGAAP could be 
considered as being a matter of formal compliance with a set of accounting rules. In other
55
Chapter 3 An International Perspective of TFV
words, total compliance with regulation is arguably both a necessary and a sufficient 
condition for providing “fair presentation”. On the contrary, in the UK, Alexander and 
Archer argue that, based on the overriding principle, total compliance with the accounting 
regulations has been considered as neither a sufficient nor even a necessary condition for 
providing a TFV. However, Alexander and Archer (1997, p.7) claimed that:
Legal opinions regarding the implications o f the 1989 UK Companies Act...suggest that 
the significance o f accounting standards in delineating a true and fair view is tending to 
increase, so that total compliance might now be considered a necessary (and even, perhaps, 
a sufficient) condition for providing a true and fair view. This remains to be tested in the 
courts.
To compare the TFV in the UK and the PFGAAP in the US, it could be concluded that:
1. TFV in the UK is a legal requirement as in the Companies Act 1947, consolidated into 
Companies Act 1948 and incorporated in to the Companies Act 1985 via the Fourth 
Directive, Article 2.2 (1974). However, Zeff (1993) argues that PFGAAP is not in US 
legislation, it is no more than an amorphous standard of quality invoked by the AICPA. 
Alexander and Archer (1997, p.9) point out that:
In the United States...the governing criterion is conformity with GAAP. ‘Present fairly’ is 
defined by reference to conformity with GAAP, and there is no authoritative literature in 
the United States in which ‘present fairly’ is explained or defined...therefore, ‘present 
fairly’ is not in itself the governing criterion by which financial statements are judged by 
the organised accounting profession and by the ...SEC.
2. There is no consensus as to what TFV means either in the UK or in the EU6. McEnroe 
and Martens (1998, p.291) conclude that a rough definition of PFGAAP based on SAS 
69 is ‘present in conformity with GAAP, and present in a non-misleading way because 
transactions and events have been reported in accordance with their substance’ .
3. TFV is an overriding principle, in contrast to the PFGAAP. The US came out strongly 
against the override because it feared abuses. The representatives of the SEC argued 
that although there is an override test in the auditing standards in the US, no registrant 
with the SEC had ever applied the override in its financial statements [Van Hulle 
(1997)].
4. Stacy (1997, p.708) notes that ‘there is a difference between [PFGAAP] and [TFV], in 
practical terms...the distinction has been lost as...more and more accounting rules are 
[introduced] in the UK. The reasonable expectations of users of financial statements, 
which are fundamental to an interpretation of ‘true and fair’ , are bound to be0shaped by
6 The nominal definitions of the term TFV were discussed in Chapter 2.
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accounting standards so that over time reasonable expectations get closer and closer to 
the rule book [i.e. GAAP]’ .
3.4.3. Australia
Gearin and Khandelwal (1995) pointed out that in Australia accounting standards were 
given mandatory status under the Corporations Law at the beginning of the 1990s. They 
claimed that these accoimting standards were intended to create more informed and 
efficient securities markets, and improve the credibility of Australian corporations. 
McGregor (1992) explained that an important feature of the way in which the concept of 
TFV has been employed in Australia and UK companies law is that it overrides the more 
specific financial reporting requirements in the law.
Prior to 1991, Australia had allowed the application of a TFO when necessary [Dunk and 
Kilgore (2000)]. Under the 1983 amendments to the Corporations Act, if it were 
considered that the preparation of financial statements in accordance with a particular 
standard would fail to give a TFV, then directors were permitted to depart from the 
standard [Deegan et al. (1994)]. In 1991, however, the TFO was removed [Nobes (1993)].
The Australian Corporations Act now provides that directors will be required to comply 
with the specific financial reporting provisions, including accoimting standards (section 
298). It is also required the directors to provide information that will give a TFV (section 
292, 293, and 299). However, as in section 299, this information must be provided in 
additional to the information required by the standards, not as a replacement for it, if 
complying with the standards does not give a TFV [Deegan et al. (1994)].
Gearin and Khandelwal (1995) reported that there has been a heated debate as to whether a 
TFO of the standards should be allowed. Supporters of the TFO say that the preparers of 
financial reports should have the power to depart from a standard, if they believe that that 
particular standard is not appropriate. They believe that self-regulation is the highest form 
of regulation and TFO imposes self-discipline, responsibility and high ethical standards. 
The proponents of TFO also claim that the standards are moving away from the reality of 
business, becoming too complex, and this preventing the presentation of a TFV. One might
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argue that the reports prepared under TFO could provide a better overall picture of the 
business than reports prepared under a mere technical application of accounting standards.
On the other hand, the supporters of the mandatory standards say that the TFO means 
authorising the directors to do whatever they want with the financial statements. They 
believe that the term TFV is so ambiguous that it could mean very much what the directors 
want it to mean. According to them, it is the standards that provide the solid framework 
for financial reporting. On the contrary, TFO is very subjective and therefore open to 
abuse. A regular application of TFO could affect seriously the consistency, reliability, and 
comparability of the financial information.
Gearin and Khandelwal (1995) continue to discuss that Australia is becoming increasingly 
reliant on international investment for economic growth. The Australian Accounting 
Standards Board (AASB) stated in a recent publication that it acknowledges the increasing 
importance of foreign capital to the Australian economy and the merits of improving the 
international comparability of Australian accomiting standards. The ideal situation would 
be for all countries to follow one set of standards. However, Gearin and Khandelwal 
argued that in the absence of this a consistent application of the existing standards would 
still go a long way to meet the requirements of international users. Therefore, a TFO could 
seriously affect the international perception of the quality of Australian financial 
statements.
In conclusion, a TFO, in Australia, is considered as being open to abuse. It is used to 
depart from the accounting standards but not to override the detailed requirements of the 
Companies Act. Parker and Nobes (1994) pointed out that in Australia the standards have 
been departed from to a much greater extent than in the UK on the grounds of “truth and 
fairness”. They claimed that some companies have been presenting two sets of accounts: 
one in accordance with the accounting standards and the other in compliance with the TFV 
requirements. So this is an example of the problem that can arise from the use of TFO.
McGregor (1992) suggested that the TFV concept should be replaced by a more clearly 
defined framework, such as the requirement of ‘present fairly the financial position and 
results of operations of the company in accordance with Statements of Accounting 
Concepts and Accomiting Standards’, similar to USA. Higson and Blalce (1993) expressed
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that in Australia and the UK, the TFV has been shown to be too vague to form the basis for 
legal action. Dunk and Kilgore (2000) suggested that TFO would provide negative reflects 
on the comparability and quality of financial reports prepared in Australia. One might 
argue that this matter might be considered in terms of potential effects on international 
harmonisation.
3.5. SUMMARY
This chapter discussed further the issue of the TFV concept in an international perspective. 
The TFV requirement has been exported to continental Europe via the EC Fourth Directive 
on Company Law. In accordance with this Directive, the EU member states’ companies 
must issue the accounts that give a TFV. Moreover, in exceptional circumstances those 
companies are required to depart from a particular provision in the Directive if the 
application of that provision does not lead to the accomits give a TFV. There is no doubt 
that the TFV concept is new for most of the EU member states, especially the TFO 
concept.
Another important point is that the Directives have been translated into each of the many 
EU official languages. Each language version is applicable to a particular member state 
that is to be enacted into the law of that country. None of each version takes president over 
another. However, there may not be perfect semantic equivalence among different 
language versions of the Directives. Thus, financial statements, which give a TFV in one 
country, may not be the same as in another country.
The overriding idea was introduced to the Accounting Directive at the request of the 
Danish, Dutch, and the UK delegations. With the approval of the Fourth Directive, the 
TFV principle has become a key accounting principle and has been implemented 
throughout the EU member states. The override power of the TFV has analogies in the 
UK, Ireland, and Netherlands, but there was no analogy in Germany. Other countries fall 
between theses two extremes. Although the origin of the TFV concept came from the UK, 
it is possible to infer that the original interpretation and practice can no longer be used 
because the TFO clashes with the prevailing legal culture of the EU member states.
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The idea of an override has also been adopted by IASB in the revised IAS 1, which 
requires financial statements to present fairly the financial position, financial performance 
and cash flows of a company. Although the term “present fairly” has been used by IASB, 
this approach differs markedly from the American approach. This is because the IASB 
treats this term as an overriding concept, while the US approach to fair presentation is 
defined by reference to GAAP which is not allowed a departure from a particular 
requirement in order to achieve fair presentation.
In the US the governing criterion is compliance with accounting standards or rules, as 
financial statements are required to be presented fairly in conformity with generally 
accepted accounting principles. In other words, the fair presentation requirement, in the 
US, is not an overriding concept: it is merely no more than compliance with GAAP. The 
US is strongly against the idea of overriding concept because it feared abuses.
In Australia, the TFV concept is considered as being opportunism. The concept of TFV, as 
expressed in the UK and Australia, is too vague to form the basis for legal action [Higson 
and Blake (1993)]. It could be used to depart from applicable accounting standards but not 
to override the detailed requirement of the Companies Act [Parker and Nobes (1994)]. 
Therefore, in Australia, the issue of the TFO would be opened to debate in relevant to 
opportunism and bias on the part of preparers and auditors of financial statements.
From the above discussion, two main criteria used in evaluating approach in financial 
reporting have been highlighted. First, the exercise of professional accounting judgement 
(PAJ) is reflected in the use of the TFV concept, together with the TFO, in the UK which 
implies not just compliance with a set of rules or standards, but also respect for an 
overriding principle. Another ultimate criterion is strict compliance with a set of 
accounting rules and standards, as exemplified by the use of the term PFGAAP in standard 
US auditor’s report. In the next chapter, there will be a discussion on the differences 
between these two ultimate criteria, which are referred to in this study as a judgement- 
oriented approach and a compliance-oriented approach.
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CHAPTER 4 
COMPLIANCE VERSUS PROFESSIONAL ACCOUNTING 
JUDGEMENT IN FINANCIAL REPORTING AND AUDITING
4.1. INTRODUCTION
The purpose of this chapter is to discuss the relationship between the exercise of 
professional accounting judgement (PAJ) and the ideals of professional status on the one 
hand, and the application of accounting standards on the other hand. It is argued that a 
better understanding of the interaction between professional judgement and accounting 
standards can lead to an improved understanding of the issues of financial reporting in such 
areas as disclosure, accounting materiality, and accounting regulation.
The structure of this chapter is outlined as follows: Section 4.2 provides a brief review of 
the concept of perception in relation to financial accounting and auditing literature. Section
4.3 focuses on the complex role of the professional accounts. Section 4.4 describes the 
compliance-oriented approach. Section 4.5 discusses the judgement-oriented approach. 
Section 4.6 compares the compliance-oriented approach and the judgement-oriented 
approach. Finally, section 4.7 presents summary.
4.2. CONCEPT OF PERCEPTION
Metzger (1974, p. 110) defined perception as ‘the results of processing information that 
consists of stimulations of receptors under conditions which in every case are partially due 
to the subject’s own activity’ . Thus, he concluded that the function of perception depends 
upon the activity of receptors that are affected by processes from the physical world. 
Bartley (1980, p. 11) stated that perception is ‘the immediate discriminatory response of the 
organism aroused through activation of sense organs’ . Forgus and Malamed (1976) defined 
perception as the process of information extraction.
Although, traditionally, perception is always considered in connection with sensation 
which is a conscious result from external input mediated by sense organs, Bartley (1980, 
p.5) noted that perception does not have to be based on sensation, as it can occur without
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intervening sensations. However, perception cannot occur without any input. Gibson 
(1966) also claimed that perception could be “sensationless” but not “informationless”.
According to Bartley (1980) and Gibson (1966), the definitions of perception are based on 
“psychophysical” meanings. However, the perception in the context of this study is 
concerned with how people perceive the usefulness of information provided by annual 
reports. This is similar to the definition of perception given by Metzger (1974) and Forgus 
and Malamed (1976). Generally, the amount of information available for processing is 
always much greater than the limited capacity of receptors or in this case the users of 
financial statements. Therefore, Garner (1974) stated that information must be processed 
selectively. However, this does not mean that people cannot process information from 
more than a single source.
The concept of perception has been employed in the financial accomiting and auditing 
literature mostly in connection with the perceptions of messages conveyed by financial 
statements or by auditors’ reports on those statements. The “Human Information 
Processing” (HIP) paradigm has been used in more general terms by many authors, such as 
Ashton (1974), Libby (1981), and Ashton (1982 and 1984). Interest in the HIP approach 
arose from a desire to improve both the information set presented to users of financial data 
and the ability of users to use the information. HIP research in accounting and auditing has 
focused on the understanding, evaluating, and improvement of judgements and decisions in 
accounting and auditing contexts.
In 1970s and early 1980s most research on HIP paradigm has examined judgements and 
decisions involving the collection, interpretation, and integration of auditing evidences, for 
example Ashton (1974), Uecker and Kinney (1977), Ashton and Brown (1980), Joyce and 
Libby (1982), and Kinney and Uecker (1982). Several recent studies have been conducted 
focussing on the “audit expectation gap”, which refers to differences between the public’s 
perceptions of the role of audit and the auditor’s perception of that role [Gay et al. (1998)]. 
Humphrey et al. (1993) pointed out that the salience of the “audit expectation gap” debate 
on the agenda of accounting profession, regulators and the public in the Anglo-Saxon1
1 As discussed in Chapter 3, Alexander and Archer (2000a, p.539) argued that ‘ [t]he term “Anglo-Saxon accounting” (ASA) is used by a 
number of academic writers on the subject o f International Accounting to refer to an approach to financial accounting and reporting that 
is supposedly common to the UK and Ireland, the USA and other English-speaking countries including Canada, Australia, and New 
Zealand’.
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countries is related to number of instances where the issuance of an unqualified opinion by 
the auditors has been followed by financial distress or corporate failure, sometimes in 
scandalous circumstances. An example, when the issuance of an unqualified opinion was 
followed by financial distress is Equitable Life2. Furthermore, Humphrey et al. (1992) 
noted that the gap directly relates to the uncertainty which is associated with the purpose, 
value, nature and effect of the audit.
Auditing has thus been facing a challenge to its long-term survival as a professionalised 
activity. There are, in fact, two main issues that are raised. One is concerned with the 
qualitative characteristics of “general-purpose” financial statement information itself, and 
the other with the role of external auditors in relation to those qualitative characteristics, 
including their legal liability and the associated economic costs [Lee (1994)]. Several 
research studies on the audit expectation gap, for example, Arrington et al. (1983), Gay and 
Schelluch (1993), Humphrey et al. (1993), Monroe and Woodliff (1994) and Porter (1993) 
indicated that the gap exists and persists. The results also showed that the existence of this 
gap was not just due to naivety and unreasonable expectations on the part of users of 
financial statements. Humphrey et al. (1992) concluded that the audit expectation debate 
normally centres around a number of issues: such as,
• the role and responsibilities of auditors;
• the nature and meaning of audit report messages;
• the quality of the audit function; and
• the structure and regulation of the profession.
Whilst consensus as to the cause of the “audit expectation gap” has not been achieved, Gay 
et al. (1998) argued that its persistence has been caused by the profession’s inability or 
reluctance to narrow the gap. When auditors express their opinions on “general-purpose” 
financial statements, they undertake to provide a “reasonable” level of assurance as to 
whether management’s representations as made in the financial statements (and notes) 
satisfy certain qualitative criteria (such as “representational faithfulness” or “not being 
misleading”), as well as meeting regulatory and legal requirements (such as compliance 
with applicable accounting standards) [Gay et al. (1998, p.473)].
2 See Financial Times, December 8,2000.
63
Chapter 4 Compliance vs Professional Accounting Judgement
In fact, it is not possible to achieve “absolute assurance” due to the inherent limitations of 
an audit. Those limitations include, for example, the need to apply “professional 
judgement” in determining the nature, timing and scope of tests, the use of sample testing, 
the persuasive rather than conclusive nature of much of the available evidence and the 
inherent limitations of the internal control structure. [Gay et al. (1998)]
Research has been conducted in another area to determine the users’ perception of 
messages conveyed by audit reports on financial statement. The studies varied in terms of 
survey subjects: for example, some were conducted on relatively sophisticated financial 
statement users in specialised areas, such as bankers [Pillsbury (1985), Nail* and Rittenberg 
(1987), Yardley (1989), and Bartley (1991)], bank lending officers [Johnson et al. (1983)], 
and financial analysts [Pany and Smith (1982) and Reckers and Pany (1979)] and others 
using MBA students as surrogates for shareholders [Brown et al. (1993a)].
4.3. THE COMPLEX ROLE OF THE PROFESSIONAL ACCOUNTANTS
Arguably, the exact nature of the activities and responsibilities of accountants is unclear. 
Understanding the jobs of accountants is complicated because of considerable differences 
in public perceptions of their roles and changes in technologies and service markets. These 
factors have had profound effects on what accountants are able to do and what is expected 
of them. According to Porter and Burton (1971, p.4), auditors seem to perform the ‘best 
known functions of the accountant’, including the audit or the attest functions. Generally, 
auditors are legally obligated to objectively and independently apply a set of technical 
criteria and prepare a report that reflects accurately their judgement as to whether the 
client’s financial statements (and notes) meet the qualitative criteria.
Merritt and Bailey (2000, p. 12) point out that the public, typically, expects the auditors to 
go beyond the inherent limitations of financial reporting in accordance with the applicable 
accounting standards, that is, to “read between the lines”, in order to reveal important risk 
factors that may lie behind the client’s disclosures in the financial statements and notes. 
This implies that what the public ask of auditors is not just an auditor’s report based on the 
application of accomiting and auditing standards (of which the public is typically ill- 
informed), but the auditor’s judgement on the entire business situation of the client.
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As quoted by Edwards (1960, p.96), ‘what [the clients] have asked [auditors] for is not an 
accountant’s reports, but [their] business judgement on the entire business situation’ . 
However, Belkaoui (1985) stated that often the public has believed that the accoimting 
profession entails no more than bookkeeping. Therefore, Belkaoui concluded that the 
accountants’ jobs contain not only reporting but synthesizing and offering unbiased 
judgements and opinions on financial information.
To this extent, two questions have come into consideration. Are the key issues the 
objectives, rules and procedures of auditing, or certain inherent limitations of the financial 
reporting process as currently understood and practiced, or both? To what extent is it 
reasonable to expect auditors to make good the limitations of the financial reporting 
process, when their prescribed role is to express an opinion on the client’s financial 
statements and notes (and not on the business as such)? It is in this context that the 
difference between a “compliance-oriented approach” and a “judgement-oriented 
approach” needs to be noted.
4.4. A  COMPLIANCE-ORIENTED APPROACH
A compliance-oriented approach, in this study context, focuses on improving financial 
reporting standards and auditing standards so that compliance with these standards reduces 
the risks of misleading financial reporting and auditing failures. Hronsky and Houghton 
(2001) note that preparation of financial reporting and auditing require numerous 
accounting judgements and decisions. Such judgements can have a great impact on a 
company’s externally reported accounting numbers, as their inherent subjectivity and 
discretion may lead to the manipulation of earnings. Hronsky and Houghton then state that 
accoimting standards exist in an attempt to “standardise” accounting practice. These 
standards contain definitions of accounting concepts which aim to guide judgements made 
in practice.
In the USA the SEC and the FASB favour a compliance-oriented approach. Alexander and 
Archer (2000a) argue that this is related to the litigious nature of the US environment, in 
which the phrase, “I followed the rules” is likely to be a more effective defence in litigation 
than the phrase “I used my best professional judgement”.
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4.4.1. Conceptual Framework
The effort made to develop and promulgate a conceptual framework (CF) that is supposed 
to provide theoretical support for the standard-setting process has been evident, not just in 
the USA and the UK, but in other English-speaking countries such as Australia and Canada 
for some decades. For example, in the US such a concern has been expressed since the 
1930s. Alexander and Archer (2000a, p.544) point out that ‘there are reasons for thinking 
that private-sector accounting standard-setting bodies feel the need for a CF in order to 
convey legitimacy on their regulatory activities’ .
As in the past, no such pressure had been experienced in non-English-speaking countries, 
such as France and Germany. This could be because in those countries financial accounting 
standards setting was under the more general rule making processes of law. Therefore, the 
development and implementation of financial accounting standards were seen as being 
primarily the responsibility of the government, and the profession’s role is to provide 
experts as members of statutory bodies or advisors to legislative committees. Examples of 
such outputs are the French General Accounting Plan (Plan Comptable General) of 1982, 
and the German Accounting Directives Law (Bilanzrichtlinien-gesetz) of 19853. However, 
France and Germany have since established new accounting standards bodies, and the 
European Union is about to accept International Accounting Standards.
According to Archer (1992), the pressure felt by accounting professional bodies in 
different countries reflects their “socio-economic role”. Furthermore, he pointed out that 
there is also a difference in the level of theoretical development of financial accounting in 
the English-speaking countries and non-English-speaking countries. This can be explained 
by the fact that in the former group the theoretical issues in accounting have been more 
extensively discussed and analysed than in the latter group of countries. Archer noted that 
the main thrust of theoretical work in financial accounting is no longer directed towards 
finding a ‘conceptual basis for accounting conventions’ , but it is more concerned with 
‘understanding the economic role and consequences of such conventions and of the 
institutions which develop and promulgate them’ .
1 See Chapter 3, Section 3.2 for more discussion.
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Dopuch and Sunder (1980) pointed out four possible reasons why standard-setting bodies 
may search for a CF. The first reason is, based on experience, that a framework would be 
useful in resolving accounting issues and standard-setting problems. However, Dopuch and 
Sunder suggest that experience shows the opposite results. The second reason is that a 
framework increases confidence in and understanding of financial statements. Further, it 
also enhances comparability of such statements. Once again, Dopuch and Sunder note that 
experience does not support this reason. Archer (1992, p.202) stated that the International 
Accomiting Standards Committee (IASC)4 mentioned both of these reasons when issuing 
its relatively brief Framework for the “Presentation and Preparation of Financial 
Statements”. The IASC acknowledged that there were at least limitations to the 
applicability of the first reason. As Archer quoted:
The Board o f the IASC recognises that in a limited number o f cases there may be a conflict 
between the framework and an International Accounting Standard...[in which case] the 
requirements o f the International accounting Standard prevail over those o f the framework.
[IASC (1989, para.3)]
The third reason is that the language of CF, particularly definitions, might provide a 
discourse similar to that of the law. Archer (1992) argued that conflicting interests in the 
language of or definitions in the CF could be discussed and adjusted according to agreed 
rules of discourse. However, Dopuch and Sunder (1980) argue that this possible reason, 
yet again, fails:
Definitions, no matter how carefully worded, cannot bear the burden o f the struggle for 
economic advantage between various interest groups. Legal definitions survive in a similar 
environment only because their interpretations by the courts are backed by the power o f the 
state to enforce them, a power not available to the FASB. [quoted from Archer (1992,
p.202)]
However, Archer (1992) examined the FASB’s efforts from the standpoint of 
jurisprudence as it related to the law, and with particular reference to conceptual 
frameworks of law. According to Archer, this raises two sets of questions which are 
relevant to the issue of how a CF might provide a source of authority for accounting 
standards:
First, what is the source o f the authority o f legal rules (laws) and o f the ability o f legal 
discourse to be effective for discussing and adjudicating disputed issues? Does it reside, as 
Dopuch and Sunder allege, simply in the coercive power o f the state to ensure enforcement 
o f legal rales or are more subtle institutional and other social factors at work? There is, for 
example, Wittgenstein’s point that for a discourse (including legal discourse) to be 
effective ‘there must be agreement not only in definitions...but also in judgements’ 
(Wittgenstein, 1953: 88)...Second, to what extend do conceptual frameworks in 
jurisprudence provide a basis or rationale for specific legal rales? [Archer (1992, p.204)]
4 IASC now has changed to International Accounting Standards Board (IASB).
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The final reason suggested by Dopuch and Sunder (1980) is that a CF may be an 
ideological necessity for a self-regulating body, such as the FASB:
Being largely an offspring o f  the accounting profession, the FASB has (as did the APB) 
little defense against the criticism that it does not have legitimate authority to make 
decisions which affect wealth transfers among members o f society...The ability, 
intelligence, ethical character, and past services, etc., o f the members o f the FASB are not 
sufficient...Rather, a conceptual framework is needed to provide a rationalization for its 
choices. If a more representative body were to take over the function o f setting accounting 
standards, perhaps there would be less o f a need for a conceptual framework, [quoted from 
Archer (1992, p.203)]
Archer pointed out that the above argument of Dopuch and Sunder was supported to some 
extent by comparing the English-speaking countries, and the USA in particular, and other 
developed countries such as France and Germany. He stated that the FASB has seen a CF 
as a means of enhancing its standard-setting powers and, perhaps, of reducing its 
dependence on the SEC. Nevertheless, it was not very clear exactly what was the 
fundamental goal of standard-setting bodies when they developed the CF. By referring to 
the FASB’s CF, Archer (1992, p.206) inferred that ‘it appeared to be pursuing two 
different goals: to develop a basis in accounting theory for standards of financial 
accounting and reporting; and to develop a kind of constitution which would provide 
political legitimacy for the FASB’s standard setting’ .
In the English-speaking countries, there seem to be no signs of moves towards the 
replacement of self-regulatory mechanisms in financial accoimting standard setting by 
other mechanisms that are more directly identifiable with the democratic institutions of the 
state. To that extent, Archer concluded that the perceived need for a CF is likely to persist. 
Scheid and Standish (1988) noted that the French General Accounting Plan is also 
representative of a different type, called a “technocratic” type, of CF in which the 
accomiting profession does not play a dominant role.
4.4.2. Accounting Regulation Approaches
Buckley (1980) presented three alternative approaches that could be used in setting 
accounting standards: a constitutional approach, a common law or legal approach, and a 
scientific or empirical approach. A constitution is a system of fundamental laws and 
principles that prescribes the nature, functions and limits of a government or other 
institution. Buckley pointed out that the accounting profession has adopted the
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constitutional approach to establish accounting standards and regulating practices, as is 
clear from its own writings:
A conceptual framework is a constitution, a coherent system o f interrelated objectives and 
fundamentals that can lead to consistent standards and that prescribes the nature, function, 
and limits o f financial accounting and financial statements. [FASB (1976), p.2]
The constitutional approach identified by Buckley is similar to the way in which the US 
standard-setters used to establish accounting standards and regulating practices. This idea 
has been supported by the term “present fairly...in conformity with generally accepted 
accounting principles” (PFGAAP) stated in the standard unqualified audit report. Lee
(1994) pointed out that since 1933 the term PFGAAP has been interpreted in practice 
strictly in terms of compliance with GAAP.
Buckley (1980) noted that the “common law” or “legal approach” to establishing 
accounting standards and regulating practices has received strong support over a period of 
several decades. This approach, according to Cooper and Ijiri (1979), is to deal with 
specific issues and then to formulate statements of principle along with permissible 
alternatives which are intended to cover all possible situations where these issues might be 
encountered. Buckley (1980, p.55) stated that in the legal approach ‘a court would be in a 
position to encourage the best in the formulation of the corporation’s and profession’s rules 
and in adherence thereto’ . As McBarnet and Whelan (1999, p.92) noted:
The role o f court decisions as precedent might be doubly significant for the new regime in 
financial reporting. One o f its key approaches has been to focus on broad definitions, such 
as ‘ actual dominant influence’ in the Companies Act definition o f subsidiaries, and on 
general principles such as the need to give a true and fair view, or, in FRS 5, to report the 
substance o f transactions. ...Once courts come into play, however, there is every prospect 
that narrower definitions with authoritative backing will begin to emerge. Cases that go to 
court will involve some specific situations and a judgement will be made on how that 
specific situation is to be treated.
According to the above discussion, a common law or legal approach, identified by 
Buckley, is similar to the “true and fair view” (TFV) approach in the UK. From a legal 
point of view, Alexander and Archer (2000a) stated that UK courts have placed 
considerable reliance on expert witnesses, i.e. the accounting profession, in developing 
accounting case law. It is clear that the TFV in the UK was established as an overriding 
requirement. This means that complying with all detailed requirements of the Acts does not 
necessarily lead to a TFV. Thus where such a conflict arises, detailed requirements need to 
be overridden in order to give a TFV.
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In common law approach, accounting rules or standards only act as guidelines, which 
would establish certain minimum requirements, especially regarding disclosure, but would 
leave the ‘ fine timing’ to the accounting profession, either through published 
recommendations or by general practices [Alexander and Archer (2000a)]. Regarding the 
argument of Stamp (1980), if professional accountants literally follow all the prescriptions 
that are written in a book of rules without exercising their expertise, then they are not 
acting as professionals.
The “scientific” or “empirical” approach is the final approach suggested by Buckley 
(1980). The dictionary defines empirical as something that originates in or is based upon 
observation or experience. In a broad sense, Buckley stated that the empirical approach has 
come to mean the use of any “real world” data in the application of research, and as such 
would apply to opinion surveys or archival data which purport to be of real-world origin.
However, Solomons (1983a, b) argued that Buckley’s empirical approach cannot lead to a 
set of standards, because empiricism is concerned with ‘what is’ , while standards are 
concerned with ‘what should be’5. This means that an empirical study can only give 
descriptive knowledge and show how decisions are presently made and what information is 
used to make them. According to the common law approach, accounting practices 
developed in the same maimer as the common law, on a case-by-case basis, and the 
ultimate test of their acceptability was their utility (i.e., a pragmatist approach).
4.5. A  JUDGEMENT-ORIENTED APPROACH
A judgement-oriented approach implies the view suggested by Stamp (1985) that if 
accountants and auditors merely follow all the prescriptions that are contained in a book of 
rules, then they are not acting as professionals. In other words, professionals cannot 
exercise their expertise or professional skill if what they do is mere compliance with the 
rules. Hronsky and Houghton (2001) note that a company’s external financial reports are 
the end product of numerous judgments and decisions. As stated earlier, in making these 
decisions, some authoritative guidance is provided by accomiting standards. This approach 
is reflected in the concept of the “true and fair override” (TFO) as applied in the UK. In
5 See Archer’ (1993) discussion on the “Gross Balance Method”.
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this study context, the term “override” is used to refer to the use of the “override” by a 
preparer of financial statements, not to its use by a standard-setter.
Hronsky and Houghton (2001, p. 123) argued that ‘rule-based systems of regulation could 
never be “watertight”, and allegations of “creative” or “aggressive” accounting practices 
by firms are often heard (for example, Griffiths, 1986; Smith, 1996)’ . Shah (1998, p.83) 
defined “creative accoimting” as ‘the process by which management takes advantage of 
gaps or ambiguities in the standards to present a biased picture of financial performance. It 
does not breach the letter of the law or rules, but may breach its spirit’6.
However, it might be possible that regulators use language carefully to close “gaps” in the 
rules and amend vague and/or incomplete rules. Mason and Gibbins (1991, p.23) suggested 
that it would be useful to ‘ [r]eview new (and possibly existing) standards to reduce the 
large number of ambiguities and other difficulties that detract from the thrust of the 
standard by requiring interpretative and clarifying judgements rather than judgement on 
matters of substance’ ; and ‘ [s]tate the main objectives of each accoimting standard, to 
facilitate the task of statement preparers and auditors who are trying to apply the standard 
according to its spirit, rather than according to a legalistic interpretation of its words’ .
4.5.1. Professional Judgement
Judgement is perhaps one of the most important and difficult job functions to capture in 
standards. According to Merritt and Bailey (2000), this difficulty has emerged in 
accoimting, especially for standard setters. Brown et al. (1993b) attempted to clarify the 
role of accountants by focusing on the types of judgements they are required to exercise 
rather than on the technical skills they must acquire. They classified an accountant’s 
judgement as follows:
• Semantic judgement: applying standards to inherently vague concepts like transaction 
and control which require interpretation;
• Pragmatic judgement making determinations of how people will react given that it is 
often difficult to specify clearly bounded necessary and sufficient conditions for 
applying concepts in abstraction from the purposes they are intended to serve;
6 See Section 2.4.2 in Chapter 2 for more discussion about TFO and creative accounting.
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• Institutional judgement possessing the ability to jump out of the system and analyze, 
since then is no logical limit to the number of conditions that standards may 
incorporate. [Merritt and Bailey (2000, p.275)]
According to Stevens (1966), the essence of judgement is the establishment of a 
correspondence between a stimulus domain and a response domain. In other words, 
judgement implies an interest in variables representing stimulus properties, response 
properties, and the process where by the judgement conjoins the stimulus and responses. 
Upshaw (1974, p. 143) pointed out that ‘judgement is a communication, and as such, it is 
relevant to consider the message it conveys, the stimulus to which it refers, characteristics 
of the source (the judge), and characteristics of the recipient’ .
Gibbins and Mason (1988, p.4) defined judgement as ‘the process of making a choice, a 
decision, leading to action’ . Belkaoui (1990, p. 14) also defined the judgement process as 
‘the result of the integration process of information and the forming of a single evaluation 
of accounting phenomena of the attention, recognition, and integration process are the 
results of controlled processes’ . Gibbins and Mason (1988, p.5), defined professional 
judgement as:
Judgement exercised with due care, objectivity and integrity within the framework 
provided by applicable, professional standards, by experienced and knowledgeable people.
[Gibbins and Mason (1988, p.5)]
4.5.2. Accounting Judgement
Generally, in preparing a set of financial statements, several judgements need to be made. 
Mason (1993) noted that the fact that many judgements are needed while preparing 
financial statements arises from the use of the accrual basis of accounting. For example, if 
all the transactions were recorded as the receipt and payment of cash, there would be no 
need to make judgements about the allowance for doubtful account receivable, or about the 
amount to accrue in respect of legal services rendered but not yet billed. Other examples 
suggested by Mason are those judgements that arise from the requirement to prepare 
periodic financial statements, rather than just one financial statement at the end of the 
firm’s life. He pointed out that this requirement gives rise to allocations and each 
allocation needs one or more judgements.
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However, the accounting judgement can be seen in two extremes. On the one hand, each of 
these judgements may be very poor in quality, unprofessional or just incompetent, as it 
may reflect the personal preferences or selfish interests of the financial statement 
preparers, or of the owner of the companies. Furthermore, judgement may ignore legal 
requirements, relevant standards and current practices. In the worst circumstance, those 
judgements may even be aimed at misleading the financial statement users. On the other 
hand, each judgement may be “professional”. This will be discussed in the following 
sections.
As discussed earlier, regardless of their quality, a very large number of judgements are 
needed under present or current accomiting practices. However, Mason (1993) claimed 
that accounting standards reduced the number of judgements to be made. He pointed out 
that detailed accomiting standards might necessitate fewer judgements than those worded 
more broadly. Nevertheless, even the most detailed standards would require judgement as 
to their applicability to a particular transaction.
4.5.3. Professional Accounting Judgement
The exercise of professional judgement by those who prepare and audit financial 
accounting information is essential for financial reporting. As mentioned earlier, although 
the reported information is largely numerical, is supported by systematic accounting 
procedures, and has a factual and objective character, it also embodies many judgements 
by many people. On the one hand, there is a need for professional judgement regarding the 
interpretation of accoimting standards. However, there is also a need for alternative aspect 
of professional judgement in deciding whether the financial reports “give a true and fair 
view” or “present fairly in conformity with GAAP”. Gibbins and Mason (1988, p.l) 
suggested that ‘without the flexibility and intelligence provided by professional judgement, 
the complex system of financial accomiting procedures, standards and rules would be 
ponderous, unresponsive, insensitive: in short, unworkable’ .
It is possible to infer that the messages which are conveyed by that information have been 
influenced and perhaps determined by an extensive professional judgement process. 
Professional judgement arises throughout the financial reporting process, from the 
accomiting system design to the specific wording of notes to financial statements.
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Therefore, it is essential to understand the role and impact of professional judgement in 
order to understand reported financial accoimting information.
By using the earlier definition of “professional judgement”, the professional judgement in
financial reporting or professional accounting judgement (PAJ), as referred to in this study,
has been defined by Gibbins and Mason (1988, p.6) as:
Judgement exercised with due care, objectivity and integrity within the framework 
provided by accounting and other applicable standards, by experienced and knowledgeable 
people on accounting and financial reporting issues arising in the preparation and issuance 
o f financial statements, annual reports, prospectuses, and similar documents.
4.5.4. Professional Judgement and Professional Standards
As mentioned earlier, a greater understanding of the interaction between professional 
judgement and accoimting standards can lead to a better understanding of information 
preparation in such areas as disclosure, accoimting materiality, and accoimting regulation. 
Mason and Gibbins (1991) stated that the relationship between judgement and accounting 
standards has apparently not been a popular topic among accounting researchers or the 
standard-setters in the US. In contrast, most attention has been paid to the judgements 
required on auditing issues, for example, audit planning, internal control evaluation, and 
materiality limits to be used by auditors7.
Regarding the judgement/accounting relationship, Mason and Gibbins (1991) noted that 
there are introductory pronouncements in some countries, such as in Canada (the 
“Introduction of Accoimting Recommendations” to the CICA Handbook) [CICA (1987)], 
in the UK (the “Explanatory Foreword” to the Statements of Standard Accoimting 
Practice), and in the International Accoimting Standards (a “Preface”). These 
pronouncements require judgement in applying the guidance provided on such matters as 
materiality, the enterprises to which the standards are applicable, and departures from the 
standards.
The Canadian “Introduction to Accoimting Recommendations” stated that
...no rule o f general application can be phrased to suit all circumstances...that may arise, 
nor is there any substitute for the exercise o f professional judgement in the determination 
o f what constitutes fair presentation or good practice in a particular case. [CICA (1987, 
p.9-10)]
7 See Solomons (1987) for more detail.
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The UK “Explanatory Foreword” cautioned users of the financial statements:
In applying accounting standards, it will be important to have regard to the spirit o f a 
reasoning behind them. They are not intended to be a comprehensive code o f rigid rules.
They do not supersede the exercise o f an informed judgement in determining what 
constitutes a true and fan view in each circumstance... [quoted from Mason and Gibbins 
(1991, p .l5)]
Neither the Canadian “professional judgement” nor the UK “informed judgement” are 
defined or explained by the standard-setters or other professional organisations. However, 
the Canadian Institute of Chartered Accountants (CICA) commissioned a study which was 
considered to be the first step in providing guidance about the professional judgement in 
accounting8.
In contrast, neither the Financial Accounting Standards Board (FASB) currently has, nor 
the Accounting Principle Board (US APB) formally had, a general introduction that 
applied to all statements or opinions like those countries above. Nevertheless, as Mason 
and Gibbins (1991, p. 16) quoted from the US Rule 203 of the AICPA code of Professional 
Ethics:
...no AICPA members should express an opinion or state affirmatively that...financial 
statements...are presented in conformity with generally accepted accounting principles...if 
such statements...contain any departure from an accounting principle promulgated by 
bodies designated by Council to establish such principles that has a material effect on the 
statement, unless he/she can demonstrate that due to unusual circumstances the financial 
statements would otherwise have been misleading...
From the above discussion, the effect of this rule and its interpretation is that those who are 
involved in preparing or auditing financial statements must use their professional 
judgement in justifying departures from GAAP. As opposed to Canada and the UK where 
guidance about professional judgement applies to all users of national accounting 
standards, in the USA AICPA Rule 203 is applicable only to AICPA members, i.e. 
Certified Public Accountants (CPAs).
However, there is hardly any evidence that CPAs ever depart from GAAP. This might be 
related to the litigious nature of the US environment as discussed earlier. Therefore, Mason 
and Gibbins argued that the absence of a general reference to the need for professional 
judgement in FASB and US APB standards promulgated by the FASB and its predecessor 
the US APB might lead to pressure for more and more detailed standards. As they noted:
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If the role o f  judgement is not explicitly supported, its validity may be challenged, for 
example by preparers who challenge tlieir auditors to ‘ Show me where it says I can’t’ . If 
the exercise o f  judgment in such a case is not viewed as valid auditors and preparers may 
both press for more detailed standards to settle such disagreements. [Mason and Gibbins 
(1991, p.16)]
4.6. THE COMPLIANCE-ORIENTED VERSUS THE JUDGEMENT-ORIENTED 
APPROACH
Stamp (1980, p.62) stated that *[u]nifonnity for its own sake is inconsistent with 
professionalism’ . This means that if accountants literally follow all the prescriptions that 
are contained in a book of rules, then they are not acting as professionals but hiding behind 
their books of rules. Therefore, it is essential that a high degree of judiciousness is applied 
in professional judgement. This is also true of doctors and lawyers as well as of 
accountants. Stamp (1980, p.62) then pointed out that ‘ [ojne of the main purposes of 
standards in the accounting profession is to increase the probability that the expected 
judgement of a series of different practitioners will result in similar decisions on how to 
deal with a particular accounting problem’ .
The conflict between the exercise of professional accounting judgement (PAJ) and strict 
compliance with accounting rules or standards can be highlighted by contrasting the use of 
the term “give a true and fair view” (TFV) in the UK and the term “present fairly...in 
conformity with generally accepted accomiting principles” (PFGAAP) in the US9. These 
terms have been used by auditors to express their opinions on financial statements. 
Especially, an argument made by Stamp as mentioned earlier about the exercise of 
professional judgement by preparers and auditors of financial statements seems to support 
the idea of “true and fair view override” (TFO) which is accepted as part of the UK GAAP.
However, due to the litigious nature of the US environment, Americans seem to consider 
that the exercise of PAJ in financial reporting is highly exposed to opportunism [Ijiri 
(1975, p.45)], and that accomiting standards need to minimise the scope for this [Alexander 
and Archer (2000a)]. If opportunism is the potential “Achilles heel” of the judgement- 
oriented approach, the alienation from the public and consequent loss of respect for the 
profession (i.e. an aggravation of the “expectation gap”) could be the danger of the 
compliance-oriented approach. In other words, if in the event of an audit failure the plea of
8 See Gibbins and Mason (1988) for more detail.
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“compliance” were successful, the public would nevertheless perceive professionals as 
hiding behind “weasel-worded” rules that members of the public do not (and could not be 
expected to) understand [Alexander and Archer (2001a)].
Alexander and Archer (2001a, p.31), quoted the conclusion of Cushing (1999, p.361), that, 
in the case of “audit opinion shopping”, ‘ [a] less strict system of ethical standards [that] 
might include [broad principles but] no detailed rules and no monitoring and enforcement 
mechanisms...might attain a satisfactory degree of effectiveness by cultivating a strong 
ethical climate’ . Moreover, Cushing suggested that the use of more detailed GAAP can 
encourage ethical conduct by the auditor in resisting their clients’ proposal to use a 
“dubious accoimting method”. However, he pointed out that ‘it may be impossible to 
completely remove the vagueness from GAAP’ . Alexander and Archer (2001a) noted that 
although complete and unambiguous GAAP are indeed an impossibility, Cushing’s 
opinion about the benefits of making GAAP as complete and unambiguous as possible is 
consistent with a commitment to “the spirit of the rules” approach.
4.7. SUMMARY
The concept of perception has been employed in the accoimting and auditing literature 
mostly in connection with the perceptions of messages conveyed by financial statements or 
auditors’ reports on those statements. Numerous studies have been conducted focussing on 
the “audit expectation gap”, which refers to differences between the public’s perception of 
the role of external audit and the auditor’s perception of that role [for example Humphrey 
et al. (1992), Humphrey et al. (1993), Gay et al. (1998)]. Auditing has been facing a 
challenge to its long-term survival as a professionalised activity [Lee (1994)]. The two 
main issues are (a) the concern with the qualitative characteristics of “general purpose” 
financial statement information, and (b) the concern with the attest role of external auditors 
in relation to those qualitative characteristics, including auditors’ legal liability and the 
associated economic costs.
The varied perceptions of the messages conveyed by financial statements or auditors’ 
reports raise the question about how professional accountants exercise their expertise in 
both in setting accoimting standards and in complying with those standards. It can be
The use o f the terms TFV and PFGAAP had already been discussed in Chapter 2 and 3.
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argued that exercising judgement is perhaps one of the most important and difficult tasks 
for professionals. Many authors attempted to define the meaning of the term professional 
judgement, for example see Merritt and Bailey (2000), Brown et al. (1993), Stevens 
(1966), or Upshaw (1974).
However, Gibbins and Mason (1988) defined the term “judgement” in a way which is 
more relevant to this study. They defined judgement as a process of making a choice or 
decision. Moreover, Belkaoui (1990) defined the judgement process as the result of 
controlled processes of gathering information and forming a single evaluation of an 
accounting phenomenon. It is possible to infer that a greater understanding of the 
interaction between professional judgement and accounting standards can lead to a better 
understanding of information preparation in such areas as disclosure, accounting 
materiality, and accounting regulation.
A compliance-oriented approach focuses on improving financial reporting and auditing 
rules. It believes that strict compliance with those standards reduces the risks of misleading 
financial reporting and audit failures. A judgement-oriented approach reflects the view 
suggested by Stamp (1980) that if accountants and auditors merely follow all the 
prescriptions that are contained in a book of rules, then they are not acting as professionals, 
as they cannot exercise their expertise or professional skills. This conflict between these 
two approaches can be seen by the use of the term “give a TFV (together with the use of 
TFO) in the UK and the term “PFGAAP” in the US.
A judgement-oriented approach is reflected in the concept of the “TFO” as applied in the 
UK. In contrast, in the US the SEC and the FASB favour a compliance-oriented approach: 
a) because of the litigious nature of the US environment where following the rules is likely 
to be a more effective defence in litigation that using the professional judgement; b) 
because of the fear of opportunism in the US. In other words, Americans seem to consider 
that the exercise of professional judgement in financial reporting is highly exposed to 
opportunism, and accounting standards can reduce or minimise the scope for this.
The next chapter discusses paid one of the research methodology of this study which covers 
the objectives of this study, development of research hypotheses, and a brief discussion on
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CHAPTER 5 
THE METHODOLOGICAL APPROACH -  PART I
5.1. INTRODUCTION
This chapter discusses part 1 of the methodological approach used in this study. Section
5.2 describes the objectives of this research study. Section 5.3 focuses on the development 
of research hypotheses. Section 5.4 provides a brief account of the research design up to 
the point when the decision on the data collection technique was made. Section 5.5 
contains summary.
5.2. OBJECTIVES OF THE STUDY
The purposes of this research are to highlight the “ultimate criterion” used in evaluating 
alternative approaches to provide information in financial reporting that is intended to 
possess the relevant qualitative characteristics and determine preferred method among the 
UK financial community. The term “ultimate criterion” in this study is used to refer to the 
preference expressed by the respondents for either the exercise of PAJ (i.e. a judgement- 
oriented approach) or compliance with GAAP (i.e. a compliance-oriented approach) in 
dealing with financial reporting issues. The literature review was carried out with the aim 
of summarising the existing body of knowledge in the field, which this study was to build 
upon1.
From the literature review, the distinction between the exercise of PAJ and strict 
compliance with GAAP can be highlighted by the application of the terms give a “true and 
fair view” (TFV) in the UK and “present fairly in conformity with GAAP” (PFGAAP) in 
the USA. A “judgement-oriented approach” is based on the conviction that professionals 
cannot exercise their expertise if what they do is strict compliance with all the prescriptions 
that are contained in a book of rules [Stamp (1985)]. The literature available on the “true 
and fair view” (TFV) revealed that the effectiveness of the TFV concept in financial 
reporting is dependent on the competence, expertise, and the soundness of the judgement 
of preparers and auditors [Lee (1994) and Flint (1982)]. The significance of the TFV is that
1 See Chapters 2 ,3 , and 4.
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it takes precedence over compliance with financial accounting standards, so that the latter 
should be overridden if this is judged to be necessary in order to give a TFV, i.e. called the 
“true and fair override” (TFO). Thus it is possible to suggest that the judgement-oriented 
approach can be reflected in the application of the TFV concept, together with the TFO.
On the other hand, a “compliance-oriented approach” reflects the view that strict 
compliance with accounting rules or standards minimises the risks of misleading financial 
reporting and audit failures [Hronsky and Houghton (2001)]. This approach is reflected in 
the use of the term “present fairy in conformity with GAAP” (PFGAAP) in the standard 
US auditor’s report, which is based on the assumption that the exercise of PAJ is exposed 
to opportunism and bias. As quoted from Ijiri (1975, p.45): ‘To a great extent, corporate 
accountants engage in a process to present the best financial appearance of the corporation 
under a given set of rules. It is obvious, however, that too much discretion on the 
accountants’ pail can destroy the basic purpose of accounting measurement. [Rules 
promulgated by official financial accounting standard bodies] are aimed precisely at 
avoiding too much discretion’ .
From the above discussion, the UK’s TFV/TFO doctrine (i.e. TFV together with TFO) is 
considered as a polar case of a judgement-oriented approach. On the other hand, the term 
PFGAAP applied in the standard US auditors’ reports is considered to be a polar case of a 
compliance-oriented approach. According to Zeff (1993), the ultimate criterion in the USA 
is “is it GAAP?”, i.e. compliance-oriented approach. This study aims to show whether the 
same is true in the UK, or whether the UK ASB’s insistence on TFV, with the possibility 
of TFO (i.e. judgement-oriented approach) in order to achieve it, is accepted as the 
ultimate criterion in the UK. Furthermore, this study is aiming to test whether the users as 
well as preparers and auditors of financial reports perceive that information prepared with 
a higher degree of professional judgement exercised by preparers and auditors will be more 
useful than that prepared with strict compliance with GAAP.
Thus, the respective roles of (a) the preparers of the financial reports and those who 
influence preparation and their view of how TFV and PFGAAP are and should be applied 
in financial reporting preparation; and (b). users and their perceptions of qualitative 
characteristics of accomiting information, need to be classified. In order to narrow the 
scope of the study, we mainly focus on financial directors and external auditors of large
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listed companies, and professional users, i.e. financial analysts, who seem to have a clear 
connection with the accounting information. The following diagram illustrates the 
relationship between the preparers and the users of the financial reports.
Users
Preparer’s application ...  ^  ^ Does user perceive any
ofTFV/PFGAAP qualitative effects on 
tlie information 
provided?
Figure 5.1: The Hypothesised Relationship between the Preparer and the Users of Financial 
Reports
More specifically, this research attempts to answer the following questions with respect to
the UK:
(a) Are people aware of the distinction between the two “ultimate criteria” as reflected in 
the use of the terms TFV and PFGAAP when they prepare, audit, or use the financial 
statements?
(b) How do users, auditors, and preparers perceive the relationship between the two 
ultimate criteria (i.e. the exercise of PAJ and compliance with GAAP) and the 
qualitative characteristics of information provided in the audited financial statements?
(c) To what extent is the relationship between PAJ and the TFV/TFO concept perceived to 
contribute to the usefulness of financial reporting?
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(d) Is (a) the exercise of PAJ or (b) compliance with GAAP perceived to be the more 
important criterion as to whether the required qualitative characteristics have been 
achieved in financial reporting, and which term is perceived to provide a stronger 
indication of the usefulness of financial statements?
With regard to the above research objectives, in the next section there will be a discussion 
on the development of this study’s hypotheses.
5.3. DEVELOPMENT OF RESEARCH HYPOTHESES
Hypotheses in this study have been developed based on the research questions and 
objectives which have led to hypotheses regarding the opinions and/or the beliefs of the 
survey sample about:
(a) The ultimate criterion in evaluating alternative approaches to providing information in 
financial reporting, and the distinction between the terms TFV and PFGAAP;
(b) The effect of the exercise of PAJ on the preparation and issuance of financial 
statements;
(c) The adequacy of published financial reporting;
(d) The effectiveness of the TFV concept;
(e) The necessity of the requirement to depart from applicable rules or standards in order 
to give a TFV;
(f) The preference for the different financial reporting approaches;
(g) The relationship between PAJ and the qualitative characteristics of accounting 
information;
(h) The effect of compliance with different GAAP on the qualitative characteristics of 
accoimting information provided in financial statements;
(i) The relationship between PAJ and the financial reporting approaches;
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Hypotheses 1-2
The perceptions about the ultimate criterion used in evaluating alternative financial 
reporting approaches and the perceptions about the distinction between the terms 
TFV and PFGAAP
The literature review showed that the distinction between a “judgement-oriented approach” 
and a “compliance-oriented approach” could be reflected in the application of TFV in the 
UK and PFGAAP in the US, respectively. In respect of a judgement-oriented approach, 
giving a TFV, with the possibility of a TFO, requires the exercise of PAJ in exceptional 
circumstances [Flint (1982)]. On the other hand, PFGAAP has been interpreted in practice 
strictly in terms of compliance with GAAP [Lee (1994)]. This idea has also been supported 
by the AICPA (1988) in Rule 203 of the AICPA Code of Profession Conduct.
The hypotheses in this section were developed based on Zeff s (1995) conviction that in 
practice the US interpretation of “fair presentation” is a matter of compliance with rules, 
without there being any explicit meta-rule (or “spirit of the rules”) to provide guidance in 
interpreting standards [Alexander and Archer (2001a)]. On the other hand, with regard to a 
TFO, the UK ASB has taken the position that a requirement to depart from applicable rules 
may be necessary in exceptional circumstances to achieve a TFV. Thus, it was 
hypothesised that:
HI: It is perceived that the term PFGAAP implies that the financial statements have been 
prepared with "compliance with GAAP ” as the ultimate criterion in evaluating alternative 
financial reporting approaches.
H2: It is perceived that the term TFV implies that the financial statements have been 
prepared with the “professional accounting judgement ” of the preparers and auditors as 
the ultimate criterion in evaluating alternative financial reporting approaches.
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Hypothesis 3
The perceptions about the effect of the exercise of PAJ on the preparation and 
issuance of financial statements
The hypothesis in this section was developed from the view, suggested by Stamp (1985), 
that professionals camiot exercise their PAJ if what they do is strict compliance with the 
rules. As discussed in Chapter 4, Section 4.6, when prepare financial reports, the 
accounting practitioners may need to exercise their technical expertise (i.e. exercise their 
knowledge of the rules and how to apply them). Thus, several judgements may need to be 
made while preparing a set of financial statements.
On the one hand, PAJ can be used to interpret accomiting and financial reporting issues 
arising in the preparation and issuance of financial reports [Gibbins and Mason (1988)]. On 
the other hand, especially in the UK, there is a requirement for the exercise of PAJ as to 
whether the financial statements give a TFV [Flint (1982)] or to decide whether it is 
appropriate to depart from an applicable rules or standards insofar as following them 
would not result in a TFV (i.e. TFO). Therefore, it is essential to understand the role and 
impact of PAJ in order to understand reported financial accoimting information. Thus, it 
was hypothesised that:
H3: It is perceived that the exercise of PAJ is an important qualitative criterion in financial 
reporting.
Hypothesis 4
The perceptions about the adequacy of published financial reporting
From the literature review, it showed that the position of the UK ASB, under the 
chairmanship of Sir David Tweedie, has been a robust defence of the principle of the TFO 
[McBarnet and Whelan (1999)]. This position is based on the implication that compliance 
with the rules or standards is neither a sufficient nor a necessary condition for achieving 
representational faithfulness, i.e. a TFV [Alexander and Archer (2001a)]. By contrast, in 
the US the SEC and the FASB favour a compliance-oriented approach, in which the 
interpretation of PFGAAP is a matter of compliance with accomiting rules and standards.
85
Chapter 5 The Methodological Approach -  Part I
Although Rule 203 of the AICPA Code of Professional Conduct [AICPA (1994)] 
envisages departure from GAAP in principle (but subject to very demanding criteria), Zeff 
(1995) insists that compliance with GAAP is considered to be a sufficient condition for 
providing a “fair presentation”. Moreover, the issue of an “override” by preparers has 
never arisen within the SEC’s jurisdiction [Alexander and Archer (2001a)].
A distinction between a judgement-oriented approach and a compliance-oriented approach 
has raised an interesting question: is compliance with GAAP is (a) a sufficient; (b) a 
necessary, but not a sufficient, condition; (c) neither a sufficient nor even a necessary 
condition for financial statements to provide information that possess relevant qualitative 
characteristics [adapted from Alexander and Archer (2001a)]. This gave rise to three 
mutually exclusive hypotheses:
H4.1: It is perceived that if financial statements comply with the TFV requirement, 
compliance with GAAP is a sufficient condition for achieving required qualitative 
characteristics.
H4.2: It is perceived that if financial statements comply with the TFV requirement, 
compliance with GAAP is a necessary, but not a sufficient, condition for achieving 
required qualitative characteristics.
H4.3: It is perceived that if financial statements comply with the TFV requirement, 
compliance with GAAP is neither a sufficient nor even a necessary condition for achieving 
required qualitative characteristics.
The hypothesis H4.1 corresponds to a US-type which places great emphasis on 
compliance, H4.3 corresponds to a UK-type (i.e. TFO), while H4.2 corresponds to the 
view taken in Continental European countries where the TFO clashes with the prevailing 
legal culture [Nobes and Parker (1994)]. In a UK context, we would expect H4.1 to be 
rejected, and for opinions to be divided between H4.2 and the more radical H4.3 (see 
hypothesis 7 below).
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Hypothesis 5
The perceptions about the effectiveness of the TFV concept
With regard to the judgement-oriented approach, the exerice of PAJ is reflected in the 
concept of TFV/TFO applied in the UK. From the literature review, it indicated that the 
principle of TFV implies that accoimting regulation may be designed on the assumption 
that, in each unique situation, the individual expert should be able to exercise their PAJ in 
order to choose the appropriate course of action within the broad regualtions laid down 
[Alexander and Archer (1997)]. The hypothesis in this section was developed to 
investigate the perceptions of the respondents on the effectiveness of the TFV concept in 
relation to the exercise of PAJ. Thus, it was hypothesised that:
H5: It is perceived that the effectiveness of the TFV concept is dependent on the exercise 
of PAJ.
Hypothesis 6 
The perceptions about the necessity of the requirement to depart from applicable 
accounting rules or standards in order to give a TFV
This hypothesis was developed from the related issue of TFO which accoimting standard- 
setters are confronted. This is exemplified in IAS 1, namely the possibility that 
“compliance with a Standard would be misleading, and ... therefore departure from a 
requirement is necessary to achieve a fair presentation’ [IASC (1997, par. 13)]. In an 
exceptional case, the TFO concept requires the departure from specific financial 
accounting standards, or provisions in statute, to the extent judged necessary to give a 
TFV. Therefore it was hypothesised that:
H6: It is perceived that the possibility of the departure from applicable financial 
accounting rules or standards in exceptional circumstances is necessary in order to give a 
TFV.
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Hypotheses 7
The perceptions about the preference for the different financial reporting approaches
The literature review showed that modes of compliance with each financial reporting 
approach (i.e. TFV/TFO and PFGAAP) are quite different. For example, with regard to the 
revised IAS 1, although International Accoimting Standards Board (IASB) and US use an 
identical phrase, “present fairly”, the concept of the override, which is accepted by 
IASC/IASB (IAS 1, par. 13), is not accepted in the USA. In addition, since 1947, the UK 
law has been explicit on the overriding requirement (TFO) and this idea seems to be 
universally supported and practiced in the UK [Alexander (1999)].
The TFV requirement has been exported from the UK to Continental Europe via the Fourth 
Directive. However, there is no doubt that the TFV concept, and especially the TFO 
concept, are quite new to the European Union (EU) member states (except the 
Netherlands). Although the origin of the TFV concept came from the UK, its original 
interpretation and practice can no longer be assumed because of the environmental factors 
and cultural differences among member states [Van Hulle (1993a)]. This gave rise to the 
hypothesis that:
117: UK accounting practitioners and financial statement users have a preference for the 
ASB’s position (i.e. TFO).
Hypothesis 8
The perceived relationship between PAJ and the qualitative characteristics of 
accounting information
The requirements for financial statements to have certain qualitative characteristics have 
been embodied in the accomiting standards and/or legal regulations of several countries. 
The following hypothesis is intended to highlight the relationships between PAJ and the 
relevant qualitative characteristics of accounting information. Therefore, it was 
hypothesised that:
H8: It is perceived that there are positive relationships between PAJ and the relevant 
qualitative characteristics of accounting information.
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Hypothesis 9
The perceptions about the effect of a compliance-oriented approach on the qualitative 
characteristics of accounting information provided in financial statements
Due to the overriding requirement in IAS 1, it is possible to suggest that compliance with 
IAS GAAP can be used as an example of a judgement-oriented approach. In contrast, the 
literature review indicated that a compliance-oriented approach can be represented by the 
use of the term PFGAAP in the standard US auditor’s report. Moreover, compliance with 
UK GAAP but without the TFO can be used to describe a point between these two polar 
cases. In addition to the previous hypothesis (H8), the following hypotheses are also 
intended to highlight the relationships between compliance-oriented approach and the 
relevant qualitative characteristics of accounting information.
H9.1: It is perceived that there is a positive relationship between compliance with IAS 
GAAP and the relevant qualitative characteristics.
H9.2: It is perceived that there is a positive relationship between compliance with US 
GAAP and the relevant qualitative characteristics.
H9.3: It is perceived that there is a positive relationship between compliance with UK 
GAAP (without TFO) and the relevant qualitative characteristics.
In the UK context, we would expect the hypothesis II9.3 to be supported, with weak 
support for H9.1 and even less support for H9.2.
Hypothesis 10
The perceptions about the relationship between PAJ and the alternative financial 
reporting approaches
The following hypotheses are intended to point out the relationship between PAJ and the 
respondents’ preferences for either judgement-oriented approach or compliance-oriented 
approach. As discussed earlier, these two alternative approaches can be exemplified by the
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used of the terms TFV (with or without the override) and PFGAAP. This give rise to four 
hypotheses:
H10.1: It is perceived that there is a relationship between attitudes towards PAJ, as 
opposed to strict compliance with GAAP, and the preferences for the TFO approach.
HI0.2: It is perceived that there is a relationship between attitudes towards PAJ, as 
opposed to strict compliance with GAAP, and the preferences for the TFV approach.
HI0.3: It is perceived that there is a relationship between attitudes towards PAJ, as 
opposed to strict compliance with GAAP, and the preferences for the PF IAS GAAP 
approach.
HI 0.4: It is perceived that there is a relationship between attitudes towards PAJ, as 
opposed to strict compliance with GAAP, and the preferences for the PF USGAAP 
approach.
5.4. RESEARCH DESIGN
According to Selcaran (2000, p.4), research is ‘an organised, systematic, critical, objective, 
scientific inquiry or investigation into a specific problem, undertaken with the piupose of 
finding answers or solutions to it’ . Aaker et al. (1998, p.73) defined a research design as a 
‘detailed blueprint used to guide a research study toward its objectives and this process 
involves a number of interrelated decisions’ . In addition, Selcaran (2000) states that 
research design involves a series of rational decision-making choices. The important and 
critical issue relating to the research design is to make a decision regarding the choice of 
research approach to determine how the research objective(s) is to be achieved.
The choices of a research approach depend upon the nature of the research itself. Aaker et 
al. (1998) suggested three general categories of research: exploratory, descriptive or 
explanatory, and causal research2. They note that these research categories differ 
significantly in terms of research purposes, research questions, the precision of the
2 In addition, Wood (1999) also suggests some types of research, including pure, applied, primary, secondary, theoretical, empirical, 
descriptive and explanatory research.
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hypotheses to be formulated, and the data collection methods to be used. However, Aalcer 
et al. argue that the absence of structure allows a thorough search of interesting ideas and 
clues about the research problem.
Robson (1993, p.42) stated that exploratory studies are a valuable means of finding out 
‘what is happening; to seek new insights; to ask questions and to assess phenomena in a 
new light’ . Saunders et al. (2000) note that exploratory research is a particularly useful 
approach if researchers wish to clarify their understanding of a problem. Sekaran (2000) 
then concludes that exploratory research is important for understanding certain phenomena 
of interest and for advancing knowledge through good theory building and hypothesis 
testing.
According to Sekaran, descriptive research is used to determine and to describe the 
characteristics of the variables of interest in a situation. She states that the aim of 
descriptive research is to offer a profile or to describe a relevant aspect of the phenomena 
of interest. In descriptive study, the data are presented in a meaningful form, for example 
quantitative data in terms of frequencies, or mean and standard deviations. Aalcer et al. 
state that this approach can be used to provide an accurate pinpoint of the relationships that 
are being studied.
From the above discussion, the research approach which had been chosen for this study 
incorporated both exploratory and descriptive approaches, in order to understand the 
relationship between the concept and practice of the TFO in relation to the exercise of PAJ, 
as opposed to strict compliance. Basically, these approaches involve the collection of 
original data for analysis and hypothesis testing. Fink (1995a) defined a survey as ‘a 
system for collecting information to describe, compare, or explain knowledge, attitudes, 
and behaviour’ . Fink then pointed out that surveys involve setting objectives for 
information collection, designing research, preparing a reliable and valid data collection 
instrument, administering and scoring the instrument, analysing data, and reporting the 
results.
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5.4.1. Deciding on Type of Data
Alreclc and Settle (1995) state that the required information plays a very important role in 
the survey design process. It can help the researchers to indicate what type of sample will 
be required, what type of measurement instruments will be used, and what data collection 
methods will be most appropriate. Decision on type of data needed is based on the 
objectives of the research.
This study aimed to elicit the attitudes or opinions of the respondents about the links 
between the concept and practice of the TFO and the exercise of PAJ. One might argue 
that attitudes have reference to respondents’ views or feelings toward some phenomenon 
whereas opinions are the verbal expressions of attitudes. Thus, the information needs in 
this research.are the financial statement users’, auditors’, and preparers’ perceptions about 
the two ultimate criteria used in evaluating alternative approaches to provide information 
in financial reporting which have been prepared with different level of PAJ, as opposed to 
strict compliance with GAAP. However, Uhl and Schoner (1969) noted that recent 
measurement instruments have led to treat both as one. For this study, attitudes and 
opinions are treated as the same and are used to refer to the respondents’ views.
5.4.2. Deciding on Data Collection Technique
The decision on the data collection technique commenced with two main parameters, 
including the explicit objectives of the study and the data needed to fulfill those objectives. 
However, it is not an easy task to measure attitudes, since attitudes are not directly 
observable. How can we measure something that is in a person’s mind? [Malim (1997), 
'Hogg and Vaughan (1998)]. The answer to this question is to ask people.
Therefore, the research instrument used in this research study is a survey questionnaire. 
The reasons for choosing a questionnaire as a research instrument are as follows:
• low cost of data collection (in comparison to other methods);
• low cost of processing;
• availability of well established technology and literature dealing with questionnaire
design;
• ability to reach respondents who live at widely dispersed addresses or abroad; and
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• data collection can be done in a relatively short time.
However, there are some disadvantages of this research instrument that need to be taken 
into consideration:
• the respondents may complete the questionnaire without reading it properly;
• the respondents may read the questions in a different order to that in which the 
questionnaire is designed;
• other reactions of the participant are not observed (e.g. verbal comments or body 
language) [Narayana (1977)]; and
• possibly low response rates [Oppenheim (1996)].
5.4.3. Measurement and Scaling
Saunders et al. (2000) state that the validity and reliability of the data to be collected and 
the response rate to be achieved depend upon the design of the questionnaire, the structure 
of the questionnaire and the rigour of the pilot testing. Bourque and Clark (1994) suggest 
that when designing individual question researchers do one of three things:
• adopt questions used in other questionnaires;
• adapt questions used in other questionnaires;
• develop their own questions.
In this research study each individual question has been carefully designed and developed. 
Foddy (1994, p. 17) emphasised that ‘the question must be understood by the respondent in 
the way intended by the researcher and the answer given by the respondent must be 
understood by the researcher in the way intended by the respondent’ .
Aaker et al. (1998, p.255) defined the term measurement as ‘the process of assigning 
numbers or symbols to certain characteristics of the object of interest, according to some 
pre-specified rules’ . In other words, the measurement occurs when the individual assigns 
numbers that should correspond to the properties of the thing being measured. Since there
are different rules for assigning numbers, the same number can have different meanings,
depending on the rules that have been used.
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According to Aalcer et al. (1998, p.255), scaling can be defined as ‘the process of creating a 
continuum on which objects are located according to the amount of the measured 
characteristics they possess’ . Stevens (1968) pointed out that measurement scales’ 
attributes have an influence on the choice of the statistical procedures. Scales are normally 
divided into four categories based on the scale characteristics: nominal, ordinal, interval, 
and ratio [Stevens (1946)].
• Nominal scales are not really scales because they do not scale items along any 
dimension. What they actually do is label the items. There is no quantity reflected in 
assigned number in nominal scale. Variables that are measured on this scale are 
“qualitative variable” [Grimm (1993)], for example, genders, job position, or blood 
type.
• Ordinal scale is used to identify the relative position of an individual in relation to 
others. It is the simplest true scales [Howell (1997)] which orders people, objects, or 
events into some continuum. However, ranking only reflect more or less of something, 
but not how much more or less. The intervals between adjacent ranks are not constant 
over the entire range of ranks.
• Interval scale satisfies the properties of the two preceding scales. It is a measurement 
scale in which numerically equal distances on the scale represent equal distances on the 
dimension underlying the scale, for example the scale of temperature.
• Ratio scale has a true [Howell (1997)] or absolute [Grimm (1993)] value of zero point, 
which represents the absence of the thing being measured, not an arbitrary one, such as 
0° F or 0° C. Since 0° F or 0° C do not represent the absence of temperature, they are 
not true zero points. Examples of ratio scales are, such as length, volume, time.
The design of each question has been determined by the data that need to be collected. 
Some questions may require the straightforward yes/no answers which would be of only 
limited value. Some questions may require an answer in some form of scale. Most of the 
questions in this research study’s questionnaire are scale or rating questions. Saunders et 
al. (2000) point out that this type of question is often used to collect attitude and belief 
data. Anastasi and Urbina (1997, p.405) note that ‘ [i]n the construction of an attitude scale, 
the different questions are designed to measure a single attitude or unidimensional 
variable, and some objective procedures are usually followed in the effort to approach this 
goal’ .
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Researchers who rely heavily on this approach often use attitude questionnaires. In a 
typical attitude questionnaire, respondents are asked to indicate whether they agree or 
disagree with each of a series of statements about an attitude object [Hogg and Vaughan 
(1998)]. Furthermore, the researchers can also measure the degree of respondents’ 
agreement or disagreement, i.e. how much the respondents agree or disagree with each 
statement about an attitude object.
5.4.4. Scale Attributes
Moser and Kalton (1993) point out that the scaling concept has created a debate in the 
literature. For example, there is an argument about the wording of the scale [Schwarz et al. 
(1985), Friedmen and Leefer (1981), and Schuman and Presser (1981)], the number of 
intervals to use [Schwarz et al. (1985), Lehmann and Hulbert (1972), Benson (1971), 
Jacoby and Matell (1971), and Labovitz (1970)], the numbers to be used on the scale 
[Schwarz et al. (1991)], and the middle category or point of the scale [Bishop (1987), 
Faulkenberry and Mason (1978), and Bogart (1967)].
According to Torgerson (1958), Gaito (1960 and 1980), and Narens and Luce (1986), the 
need to categorise the scale is mainly due to its influence on the statistical analysis that will 
be used. Stine (1989) notes that the scales are distinguished from each other based on their 
mathematical attributes3. The scales are usually divided into four groups based on 
mathematical attributes (e.g. the distance between the intervals, existence of an absolute 
zero point, and relationship between the intervals).
Evans et al. (1996, p.206) argue that ‘a more useful [attitude measurement] approach is to 
compile a series of scales, each measuring a different attribute of the same attitude’ . There 
are varieties of attitude scaling methods that can be employed:
(a) Semantic differential method contains a set of “bipolar scales” which are characterised 
by opposites such as good/bad, strong/weak, or hot/cold [Osgood et al. (1957)]. An 
advantage of this technique, as pointed out by Evans et al. (1996), is that it provides a 
convenient way of comparing attitudes to different topics on the same scales and with 
the same pictorial representation. However, using the semantic differential requires
3 There is a debate about the connection between the characteristics of the scale in relation to the statistical analysis that can be carried 
out [Borgatta and Bohrnstedt (1980), Gaito (1960 and 1980), Micheil (1986), Stevens (1968), Stine (1989)) and also based on the 
connection between measurement theories and statistic theories [Labovitz (1970 and 1975)].
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some way to identify the aspects that are important to a research study in order to avoid 
including irrelevant aspects.
(b) Thurstone scales method presents to respondents a series of statements and requires 
them to pick out the one that most accurately reflects their attitude. Thurstone (1929) 
and Thurstone and Chave (1929) pointed out that this scaling approach would be 
effective if the differences between statements should be of a uniform degree. 
However, Edwards (1957) and Evans et al. (1996) note that it is difficult to compile 
series of statements that easily facilitate the choice of just one by the respondent and at 
the same time maintaining the same distance between them.
(c) Likert scales method represents series of statements that are concerned with the 
research topic. Respondents are asked to indicate their degree of agreement with each 
statement, according to a scale ranging from, for example, “strongly agree” to 
“strongly disagree” [Likert (1932)]. Evans et al. (1996, p.208) state that it is important, 
though difficult in practice, for the range of statements to cover the range of “cognitive, 
affective and conative aspects” that a research topic involves.
This study uses the “Likert-style” scale, named after its creator Rensis Likert. It is scale 
according to which respondents are asked to indicate the extent or degree of their 
agreement or disagreement with a set of propositions put to them by the researchers 
[Alreclc and Settle (1995)]. In other words, Likert’s primary concern is a “uni-dimension 
measurement” in which the individuals place themselves on an attitude continuum for each 
statement related to the research topic and limited at the edge by “strongly agree” and 
“strongly disagree”. Anastasi and Urbina (1997, p.406) point out that the Likert-type scale 
commences ‘with a series of statements, each expressing an attitude that is either clearly 
favourable or clearly unfavourable. Items are selected on the basis of the responses of 
persons to whom they are administered in the process of test construction’ . They also claim 
that the principal criterion for item selection is internal consistency.
Moreover, Likert scales use a graded response to each statement. Moser and Kalton (1993, 
p.362) note that the purpose of Likert scales is to ‘spread the respondents over the response 
categories’ . Those categories are, for example, strongly agree, agree, neutral, disagree, and 
strongly disagree. The responses are rated by numbers from the favourable to the 
unfavourable end. In this study used a seven-point Likert-scale, where “completely agree”
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with a favourable statement receives a score of 7, and “completely disagree” with an 
unfavourable statement received a score l4.
Kervin (1999) suggests that if the researchers intend to use a series of statements, they 
should keep the same order of response categories to avoid confusing respondents. 
However, Saunders et al. (2000) state that the researchers should include both positive and 
negative statements so as to ensure that the respondents read each one carefully and think 
about which point to choose. According to Oppenheim (1996), the main advantage of a 
Likert scale is its relative ease of construction.
Despite its advantages, several criticisms have been made regarding the Likert scale. As 
summarised by Oppenheim (1996):
• Firstly, the problem of equal intervals within the scale. To what extent the distance 
between scale points 2 and 3 is the same as between scale points 4 and 5?
• Secondly, there is an uncertainty over the inter-subject judgement of the scale. To what
extent an “agree” from subject A means the same as an “agree” from subject B in
relation to the same statement?
• Thirdly, there is a problem with the position of the middle point. Called quite often
“uncertain” or “neither agree nor disagree” or “neutral”, the question at stake is to what
extent the middle point can be seen as the real midpoint between the two extremes of 
agreement and disagreement? Is it “really” a neutral point?
After considering both advantages and disadvantages of die Likert scales, Clark et al. 
(1998), however, argue that attitudes are measured by scales because they are relative and 
subjective concepts, and thus there are no absolute values in this area. The questionnaire 
also includes one ranking question that asks the respondents’ perception on the relative 
importance of the auditing terms (i.e. TFO, TFV, PF USGAAP, and PF IASGAAP) in rank 
order according to their preference.
Saunders et al. (2000) suggest that the researchers need to ensure that their instructions are 
clear and will be understood by the respondents. They also claim that the respondents can 
rank accurately only when they can see or remember all items. Kervin (1999) also argues
4 The seven-point scale is Completely Disagree=l, Strongly Disagree=2, Disagree=3, Neutral=4, Agree=5, Strongly Agree=6, and 
Completely Agree=7.
97
Chapter 5 The Methodological Approach -  Part I
that in general respondents find that ranking more than seven or eight items takes too much 
effort. Thus it is essential that researchers should keep their list to this length or shorter. In 
this questionnaire, there are only four items to be ranked (as mentioned above).
5.5. SUMMARY
This chapter presented part one of this study’s methodological approach. The chapter 
started with the discussion about the research objectives and research questions. The 
primary objectives of this study are to highlight the distinctive differences exist between 
the two ultimate criteria used in evaluating alternative financial reporting approaches and 
determine preferred method among the UK financial community. The following section 
described the development of the study’s hypotheses. In this chapter, there is also a 
discussion about the research design. This study used the questionnaire survey as a data 
collection method. The seven-point Likert scale had been used as a variable measurement. 
The next chapter will to continue discuss the second part of the methodological approach 
employed in this research study.
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CHAPTER 6 
THE METHODOLOGICAL APPROACH -  PART II
6.1. INTRODUCTION
Tills chapter discusses the second part of the research methodological approach of this 
study. Section 6.2 describes the research instrument. This section contains a discussion 
about the pre-testing of the questionnaire and the research questionnaire. Section 6.3 
examines the issues of the errors in survey research. Section 6.4 focuses on the composition 
of the survey sample. Section 6.5 summarises the form of analysis used to analyse the 
collected data. Finally, section 6.6 contains summary.
6.2. SURVEY INSTRUMENT
Fowler (1993) suggests that a good survey instrument must involve the questions that meet 
the research objectives. Kalton and Schuman (1982) point out that the way in which 
questions are presented affects the quality of the response. It is important to ensure not only 
that the right questions are asked, but also that they are understood by the respondents 
[Jolliffe (1986)]. Those questions need to be tested to ensure that they can be asked and 
answered as planned. A poor questionnaire is one of the factors that tend to increase the 
degree of non-response in a survey.
6.2.1. Pre -Testing
The purpose of a pretest is to ensure that it meets the researcher’s expectations in terms of 
the information that will be obtained from the questionnaire [Aaker et al. (1998), Alreclc and 
Settle (1995, p.451) defined a pre-testing of survey as ‘a brief preliminary survey, often 
using a small, convenient sample, conducted to test the survey instruments and data 
collection method before the project details are finalised and the larger, formal survey 
conducted’ . Another definition which has been provided by Sapsford and Jupp (1996, p. 103) 
is that a pretest is a pilot or a “small-scale trial” which is used to assess the adequacy of the 
research-design and of the survey instruments.
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The pretest is one of the most important stages in the development of a new survey 
instrument, and involves trying it out on a small sample population. The objective of the 
questionnaire pretest is to identify and correct these deficiencies. Litwin (1995) notes that it 
almost always identifies errors in a survey’s form and representation. Usually, the 
researchers are so close to the study so they may overlook even the most obvious of errors. 
The pre-testing then allows the researchers to correct those errors and redesign problematic 
parts of the survey before it is actually used to gather real data. A pre-testing for this study 
was carried out twice. Following section discusses the changes which have been made in the 
questionnaire resulted from the pretest.
a) The Changes in the First Pre-testing
At the end of March 2000, 8 questionnaires were given to the attendants of the European 
FASB-SEC Financial Reporting Conference, in Frankfurt, Germany, which included both 
accounting academics and accounting practitioners in the area of financial reporting. All 
questionnaires were returned with some additional comments. In general, it was found that 
the respondents did not have much difficulty in completing the questionnaire. However, 
referring to additional comments, some changes had been made in section A. It was noted 
that the main objective of this study was to focus on the qualitative characteristics of 
accounting numbers provided in the consolidated financial statements. Thus, the terms 
“comparability” and “credibility” were added into question 2 and 3 in section A.
b) The Changes in the Second Pre-testing
The second pretest was carried out in August 2000. 15 questionnaires were sent out to 
Master and PhD students of Accounting and Finance Department at Lancaster University. 
11 questionnaires were returned and then they were examined to ascertain whether or not the 
respondents had had any difficulty in completing the whole questionnaire. No major changes 
have been made due to the results of second pretest. However, it was foimd that the 
respondents felt uncomfortable to answer the questions on topics with which they were not 
familiar or of which they did not have enough knowledge.
Then the “Don’t know” statement was added to the scale. Ryan and Garland (1999) note 
that, generally, respondents are asked to respond to an item by selecting from a scale which
100
Chapter 6 The Methodological Approach -  Part II
does not include a specific code for non-response. This might raise problems when a 
respondent might not hold an opinion or have knowledge about the question. In such cases, 
the absence of such a code might arguably create a disposition to use the midpoint of the 
scale as respondents select a “neutral” option on the scale [Ryan and Garland (1999)]. As 
Schuman and Presser (1981, p. 8) noted:
Although most survey investigators are willing to allow a "don’t know" (DK) response to a 
question, they usually do so with considerable reluctance, since it reduces the effective 
sample size and representativeness for this item.
However, Schuman and Presser (1981) have found that non-response rates decrease when 
“don’t know”, “unsure”, or similar response options are explicitly provided. It can be argued 
that the use of the “non-response” option might yield useful information for the researcher. 
Ryan and Garland (1999) note that if the patterns of non-response are not random, this might 
mean that the item itself poses difficulty for respondents because of wording, or it may 
represent a genuine lack of opinion due to lack of information or knowledge.
Thus Ryan and Garland suggest two advantages that might accrue when researchers include 
a “non-response” option in their survey instrument. First, the absence of the opinion might 
identify a problem as mentioned above, and second, where opinions are being expressed, 
they might be based upon experience or knowledge. They then concluded that ‘non-response 
represents a potential source of bias, which is either revealing information, or needs to be 
tested for randomness to ensure bias does not exist’ [Ryan and Garland (1999, p. 108)].
In addition, some respondents seemed to have problems with some technical terms. Thus, in 
order to make sure that all respondents interpret all technical terms in the same way, a sheet 
of paper with definitions of all technical terms referred in the questionnaire was prepared to 
send out with the actual survey.
6.2.2. The Research Questionnaire
The questionnaire was divided into five main sections1. In Section A part 1, the respondents 
were asked to express their opinion on what they understand by the terms give a “true and 
fair view” (TFV) and “present fairy in conformity with GAAP” (PFGAAP), which were 
used in this study as an exemplification of a judgement-oriented approach and compliance-
1 See the full version of the research questionnaire in Appendix I.
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oriented approach, respectively. In part 2 of Section A, the respondents were asked to give 
their opinion about the relationship between both judgement-oriented and compliance- 
oriented approaches and the relevant qualitative characteristics of information provided in 
financial statements.
Section B discussed the impact of the exercise of PAJ in the preparation and issuance of 
financial statements. Section C dealt with the relationship between TFV and PAJ. In Section 
D the respondents were asked to rank the four alternative approaches in financial reporting 
(including TFO, TFV (without the override), PF IASGAAP, PF USGAAP) in order of their 
preferences. Finally, Section E sought demographic information about the respondents. 
What follows is a discussion of the five main sections in the questionnaire.
Section A: The perceptions about the two ultimate criteria used in evaluating alternative 
financial reporting approaches and the qualitative characteristic of information provided in 
financial statements
The questions in this section attempt to investigate whether the two ultimate criteria (i.e. 
judgement-oriented approach and compliance-oriented approach) used in evaluating 
alternative approach in financial reporting influences the way in which the users of financial 
statements evaluate the qualitative characteristics of the information contained in those 
statements. Respondents are asked to express their opinions on the scale as to whether they 
agree or disagree with the statements in the questions.
In the first question, the respondents are asked to express their opinion on what they 
understand by the terms TFV and PFGAAP. Whether those terms imply that the financial 
statements have been prepared with compliance with GAAP or with the exercise of the 
professional accoimting judgement (PAJ) of the preparers (and auditors), as the ultimate 
criterion in evaluating alternative approaches to provide information in financial reporting 
that possesses the relevant qualitative characteristics. The purpose of this question is to point 
out whether the respondents understand the underlying principle of both judgement-oriented 
approach and compliance-oriented approach, which can be reflected in the use of the terms 
TFV and PFGAAP.
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In questions 2 and 3, eight qualitative characteristics, which are stated in conceptual 
frameworks for financial reporting [i.e. FASB’ SFAC 2 (1980), IASC’s Framework (1989), 
and UK ASB’s SPFR 2 (1999)], are normally used by various authors with an attempt to 
interpret or define the term TFV. The pmpose of these questions is to investigate the 
opinions of the respondents about the relationship between relevant qualitative 
characteristics of information and either judgement-oriented approach or compliance- 
oriented approach.
In doing so, the respondents were asked to expressed their opinions on the relevant 
qualitative characteristics which can be evoked when they see the terms TFV or PFGAAP, 
as stated in an unqualified audit report. Those kinds of qualitative characteristics are 
reliability [Lee (1981)], relevance [Walker (1984)], comparability [Lyons (1984) and 
Donleavy (1990)], credibility [Lee (1982) and Rutherford (1985)], freedom from material 
error [Lee (1981) and Fowle (1992)], freedom from undue bias [Lee (1981), Lyons (1984), 
Donleavy (1990), McEnroe and Martens (1998)], not being misleading [Nobes and Parker 
(1991), Low and Koh (1997)], and prudence [Rutherford (2000)]2.
From the literature review, a judgement-oriented approach (i.e. the exercise of PAJ) can be 
reflected in the application of the TFV concept, together with the TFO. In contrast, a 
compliance-oriented approach is reflected in the use of the term PFGAAP in the standard 
US auditor’s report, which is based on the assumption that strict compliance with GAAP is a 
sufficient condition for achieving representational faithfulness. Although IASB and the 
standard US auditor’s reports use an identical phrase “fair presentation”, the overriding 
requirement in IAS 1 is not in tune with the US approach in compliance with GAAP. Thus, 
due to the overriding requirement in IAS 1, the compliance with IAS GAAP has been used 
in this study as an exemplification of a judgement-oriented approach. In contrast, as 
discussed earlier, compliance-oriented approach can be reflected by the use of the term 
PFGAAP in the standard US auditor’s report. Finally, compliance with UK GAAP but 
without the TFO was used to describe the point between these two polar cases.
2 For the discussion about the meaning of TFV see sections 2.3 and 2.6 in Chapter 2.
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Section B: Professional Accounting Judgement versus Compliance with GAAP
This section contains Questions 4 and 5. Question 4 consists of six statements which are 
intended to evaluate the respondents’ attitudes towards PAJ and its impact on the 
preparation and issuance of financial statements. Question 5 arises due to the argument as to 
whether (a) the exercise of PAJ or, (b) compliance with GAAP is the more essential part of 
financial reporting process, and which approach provides a stronger indication of the 
usefulness of financial information.
This question (Question 5) is intended to investigate how the respondents perceive the 
logical connection between compliance with GAAP and the TFV/TFO concept. This gave 
raised to the following three conditions:
1) compliance with GAAP is a "sufficient" condition for financial statements possess the 
required qualitative characteristics;
2) compliance with GAAP is a "necessary, but not a sufficient", condition for financial 
statements possess the required qualitative characteristics;
3) compliance with GAAP is "neither a sufficient nor a necessary" condition for financial 
statements possess the required qualitative characteristics.
Section C: TFV in relation to PAJ
This section contains Questions 6 and 7, which indicate the relationship between the 
exercise of PAJ and the concept of TFV. From the literature review, the principle of TFV 
implies that accounting regulation may be designed on the assumption that, in each unique 
situation, accounting practitioners should be able to exercise their PAJ in choosing the 
appropriate course of action within the broad regulations laid down [Alexander and Archer 
(1997)]. Question 6 consists of four sentences which are intended to indicate how the 
significance of PAJ in relation to the TFV concept can contribute to the usefulness of 
financial reporting for the respondents. Question 7 is about the requirement to depart from 
applicable rules and standards in order to give a TFV, i.e. a true and fair override (TFO). 
The respondents are asked to express their opinions about the necessity of this departure on 
a scale of 1 (Extremely Unnecessary) to 7 (Extremely Necessary).
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Section D: TFV versus PFGAAP
The purpose of this section is to find out which financial reporting approach, i.e. a 
judgement-oriented approach and compliance-oriented approach, is the most preferable 
approach by the respondents in the reporting of accoimting information. In doing so, four 
alternatives have been used to exemplify these two ultimate criteria in evaluating financial 
reporting approaches. These alternatives are the TFO concept, TFV concept (without the 
override), present fairly...in conformity with IAS GAAP (PF IASGAAP), and present 
fairly...in conformity with US GAAP (PF USGAAP). In Question 8, the respondents are 
asked to express their preferences for either judgement-oriented approach or compliance- 
oriented approach, as reflected in those four alternatives.
Section E: Background information about the respondents
This section requires the respondents to give information about themselves. Questions 9 and 
10 ask about the respondents’ gender and age range, respectively. Question 11 requires the 
respondents to provide information about the highest level of education that they have 
achieved with the awarding institution. The next question asks the respondents to write 
down their position in their organisation. The respondents also have been asked to put down 
the details of their address and contract number, if they are willing to grant an interview.
6.3. ERRORS IN SURVEY RESEARCH
In survey research, Jolliffe (1986, p.25) states that errors can occur whenever ‘there is a 
difference between the true value of a quantity and the value of it obtained in the survey’ . 
Errors can occur at almost every stage of the survey process and they occur because of 
variability and bias. They can be either sampling errors or non-sampling errors. Sampling 
errors occur because observations are made on only a sample of the population.
In addition, there are many ways in which non-response errors can occur. For example, the 
set of units under study may be in error. Some units might be missing from the data set or 
others might be included more than once. There may be errors in the data collected. Some 
values might be missing, some wrong, or some guesses [Jolliffe (1986)]. Other errors may 
be because the information given by the respondent was wrong, either intentionally or
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inadvertently, the question was not clear, or correct information were recorded, coded, or 
entered into the computer incorrectly [Szameitat and Zindler (1966)].
Non-response is a pervasive problem in any survey research. Elliot determines three types 
of non-response:
• Noncoverage occurs when the sampling frame omits some units of the survey 
population, either accidentally; for example the omission of some addresses from the 
Postcode Address File, or deliberately, for example the exclusion of certain remote areas 
on cost grounds.
• Unit non-response occurs when no information is collected from a sampled unit. It may 
be caused by a refusal, a failure to contact the unit, by the unit having moved, or if 
completed questionnaires are lost.
• Item non-response occurs when the sampled unit cooperates in the survey but fails to 
provide answers to some of the questions. This may also occur for a number of reasons: 
the informant may not know the answer to a question, may refuse to answer a sensitive 
or seemingly irrelevant question, the interviewer may have omitted a question by 
mistake, or the answer to a question could have been deleted or omitted when the data 
was captured or edited. [Elliot (1991, p.3)]
Some errors have a negligible effect on the overall survey results and some may entail a 
serious consequence. It is essential to control and reduce overall errors by concentrating on 
those errors which have the most serious consequences on the survey results. Jolliffe (1986, 
p. 26) argued that ‘ it might be better, for instance, to use a smaller sample size (which 
increases the sampling variability) in order to have better control over the whole survey 
process and hence less non-sampling errors. A biased technique could be preferable to an 
unbiased one, especially if the former were cheaper, quicker, of lower variability, and the 
size of the bias were known’ .
6.4. SURVEY SAMPLING
Schofield (1996, p.25-26) states that ‘a population consists of individuals, or elements, and 
these could be persons, or events, or hospitals, or anything at all of research interest, 
including observations, judgements, abstract qualities, etc’ . According to Jaeger (1984) and 
Fink (1995b), the target population is some set of individuals, institutions, or other entities
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that constitutes the object for the survey research such that its findings could be generally 
applied.
The sampling frame, or sometimes called the “operational population” by Jaeger (1984, 
p28), is a definable group or aggregation of elements from which samples are selected. 
Schofield (1996) indicates that a sample frame must be selected properly so that it does not 
cause bias. Bias refers to an effect on the sample data that would result in the value of a 
statistic calculated from that sample being further from the true population value than would 
have been the case if that effect were not present. It is. also important to note that if a 
sampling frame is a biased representation of the population to be studied, increasing the 
sample size will not help because the bias still remains [Schofield (1996, p.28)].
Goodwin (1995, p.90) states that ‘ if the goal of research is to learn something about a 
specific population, then the sample selected for study should be representative of that 
population’ . In this context, the concept of sampling means taking a part of some population 
to represent the whole population. Fink (1995b) states that the importance of the sample lies 
in the accuracy with which it represents the target population. A sample is representative of 
the population if important characteristics (e.g. age, gender, status) are distributed similarly 
in both groups.
However, there is no perfect sample because every sample has some degree of bias or error. 
In order to ensure an accuracy of a sample, Fink suggests that researchers must start with 
very specific and precise survey objectives. Moreover, she adds that researchers must have 
clear and definite eligibility, apply sampling methods rigorously, justify the sample size, and 
have an adequate response rate.
6.4.1. Sampling Methods
Schofield (1996) indicates that the question of balancing accuracy against cost and 
feasibility needs to be taken into account when considering the method for selecting a 
sample. Generally, there are two main sampling approaches: probability sampling and non­
probability sampling. Schofield argues that the former approach is the preferred choice over 
all other forms of sampling because it involves randomisation.
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Fink (1995b) points out that the use of random selection can eliminate subjectivity in 
choosing a sample and allow every member of the target population to have an equal 
opportunity to be included in the sample. Fink argues that this is a “fair” way of getting a 
sample. Probability sampling methods include simple random sampling, stratified sampling, 
systematic sampling, and cluster sampling.
The second type of sampling is called non-probability sampling. Fink states that non­
probability samples are selected based on judgement regarding the characteristics of the 
target population and the needs of the survey. In practice, some members of the eligible 
target population may have a chance of being selected and others do not. There are four 
commonly used non-probability-sampling methods: convenience sampling, snowball 
sampling, quota sampling and focus group sampling3.
6.4.2. Sample Size
Sample size is a sensitive matter [Davidson and Wiethaupt (1989) and Latham (1991)] that 
may have an influence on the validity of the survey results [Burke and Gitelson (1990) and 
Krejcie and Morgan (1970)], the ability to use certain statistical techniques [Cohen (1990) 
and Marsh et al. (1988)], and the cost of the survey [Hair et al. (1995)]. Somner and Somner 
(1991) argue that a large sample size provides more reliable and representative data than a 
small sample size.
Aaker et al. (1998) note that the sample size can be determined either by using statistical 
techniques or through some ad hoc methods. They state that the latter type of methods can 
be used when a person knows from experience what sample size to adopt or when there are 
some constraints, for example, a budgetary constraint, which dictate the sample size. Aaker 
et al. suggested some common ad hoc approaches for determining sample size, e.g. rules of 
thumb, budget constraints, comparable studies, and factors determining sample size.
Aaker et al. (1998) point out that sample size depends on four factors. The first factor is the 
number of groups and subgroups within the sample that will be analysed. If the researcher 
wants to compare groups within the sample by classifying it according to age, ethnicity, or 
gender, the sample must be large enough to include all sufficient number of individuals in
3 See table in Appendix II for the summaries of these sampling methods.
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each of the subcategories. The second factor is the value of the information in general, and 
the accuracy of the results in particular. The third is the cost of the sample. The last factor is 
the variability of the population. If all members of the population have identical opinions on 
an issue, only a small sample is required. As the variability within the population increases, 
the sample size needs to be increased too [Aalcer et al. (1998, 407)].
In addition, Alreclc and Settle (1995) argue that the sample size depends on the budget and 
degree of confidence required. They explain that the researcher can buy higher reliability, 
lower sampling error, and greater confidence for additional time, money, and effort. Smaller 
samples are more likely to be different from the population than larger samples. So it is 
likely that the smaller samples have more sampling error and lower reliability, and vice 
versa.
6.4.3. The Study Sample Size
This study attempts to assess the perceptions the UK (a) financial statement users, (b) 
external auditors, and (c) preparers about the concept and practice of the TFO. Therefore, 
the research samples have been categorised into three groups as follows:
> Sample group I: Financial Analysts
This study focuses on the professional users of financial statement information, namely 
financial analysts. The target population of the respondents for this survey is the UK 
certified financial analysts (CFA), who are the members of Institute of Investment 
Management and Research (IIMR). In 2001, IIMR merged with the London Society of 
Investment Professionals to form the UK Society of Investment Professionals (UKSIP)4.
As at July 1999, there were 4,100 registered IIMR members, including 45 fellows, 2,704
Associates, 84 Accredited members, 1,211 students and 56 Affiliates (see IIMR’s website
for more detail). For the survey, 1,000 names of the UK CFAs were randomly selected from 
2,749 fellows and Associates who had passed (or been exempt from) all papers of the 
Associate examination and had completed two years professional experience in investment 
analysis, fund management or another analytically based activity approved by the council.
4 However, a new website for UKSIP was not available at the time of distributing the survey. So all information about the UKSIP comes 
from the IIMR’s website: http://www.iimr.org.uk.
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Simple random sampling was used because it is the basic form of probability sampling 
which is applicable when there is no previous information available on the population 
structure. This technique ensures that each population element has an equal chance of 
selection, and thus the resulting sample constitutes a “representative microcosm” of the 
population [see Lehtonen and Pahlcinen (1996, p.21) for more detail].
> Sample group II: External Auditors
The target population of this group is UK auditors, who work in the Big Five audit firms, 
namely PricewaterhouseCoopers, Ernst & Young, Deloitte & Touche, KPMG, and Arthur 
Andersen.
> Sample group III: Financial Directors
The target population of this group is the financial directors of the UK listed companies.
The mailing list for the sample groups II and III has been bought from ABG Professional 
Information5. For this study, sample group II includes 500 auditors who work in the Big 
Five audit firms in the UK. In this sample group, ABG was asked to choose those 500 
auditors on a random basis. Sample group III is the 500 financial directors of the UK top 
500 companies which are listed on the London Stock Exchange6. The main reason for 
choosing the auditors and financial directors in the Big 5 audit firms and the FT 500 listed 
companies because they are likely represent the more professionally sophisticated members 
of the auditor and financial director.
6.4.4. Reasons for Non-Response
There are two main reasons for non-response: the failure to contact some sample members 
and refusals. Non-contact of a sample member may be because the respondent has moved 
from the address or the address is incorrect. Refusal by a sample member to participate in a 
mail survey may be because respondents lack interest in the subject matter of the survey or 
they resent the intrusion into their privacy. Other reasons for non-response are the inability 
of a person to respond, as in the case of the very elderly or very ill. A completed
5 ABG Professional Information is a division of the Institute of Chartered Accountants in England & Wales (ICAEW).
6 1886 UK companies listed in the London Stock Exchange at 30"' April 2001. For more information see: 
I-Ittp://\vww.londonstockexchange.com
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questionnaire which is lost or arrives after a lengthy delay also results a non-response. 
[Jolliffe (1986)]
The most important consequence of a low response rate is the “non-response bias” that is 
likely to result. Whether the survey participants complete and return the questionnaire, or 
just throw it away partly depends on their characteristics, attitudes, opinions and interest in 
the topic [Alreck and Settle (1995)]. Thus, some types of people are likely to be 
overrepresented and others underrepresented in the sample received. This can create biased 
results. Wilson (1999) points out that self-selection bias is likely to be the most serious 
problem associated with low response rates in survey research. The most common type of 
self-selection occurs with a mail survey, where respondents can easily refuse or fail to 
respond [Alreck and Settle (1995)].
Generally, those who are highly involve with or interested in the topic are more likely to 
respond than those who are not. This also includes those who feel strongly positive about the 
issues or topics and those who feel strongly negative as well. The more neutral the 
responders or the less experience they have with the issues or topics, the more often they 
will discard the questionnaire [Alreck and Settle (1995)]. As such, findings based on 
information from the typically small percentage of early responders are likely to be skewed 
and misleading [Wilson (1999)].
With regal'd to the three sub-groups in this study, the financial analyst group is unlikely to be 
involved with or interested in the application of the concept and practice of the TFO and the 
exercise of PAJ in financial reporting. On the other hand, financial directors (as preparers) 
and auditors are likely to be involved and/or experienced with the issues of financial 
reporting approach, especially when they prepare or audit financial statements. It is 
important for the researcher to bear in mind when analysing the results that there is a 
possibility of the risk of non-response bias that is likely to result.
It is almost impossible to avoid non-response bias entirely, and so some such bias must 
usually be tolerated. Some general principles can help the researcher gauge the degree of 
non-response bias, but they don’t provide a definitive solution to the problem [Alreck and 
Settle (1995)]. Wilson (1999) argues that if the generally accepted practices are observed for 
increasing response rate, for example, multiple mailings, pre- and post-notification, the
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results will not be affected by self-selection bias (see Section 7.2.1 in Chapter 7 for control 
of non-response bias in this study). However, if data quality is questionable due to 
unmeasured self-selection bias, results that emerge will not be representative.
6.5. DATA ANALYSIS
6.5.1. Reliability of Measurement Scales
Litwin (1995, p.6) notes that the accuracy of the survey instruments used can be assessed by 
looking at the “reliability” of those instruments. Litwin defines “reliability” as ca statistical 
measure of how reproducible the survey instrument’s data are’ . Goodwin (1995, p.89) also 
states that ‘high quality measures of behaviour are both reliable and valid’ .
Sekaran (2000, p.204) argues that the reliability of a measurement ‘ indicates the extent to 
which the measure is without bias7 and hence offers consistent measurement across time and 
across the various items in the instrument’ . In other word, it indicates the stability and 
consistency of the measurements in the survey instruments. Bryman and Cramer (1990) state 
that the reliability of a measure refers to its consistency. This notion is often taken to entail 
two aspects. First, “external reliability” refers to the degree of consistency of a measure over 
time. Another aspect is “internal reliability” which is particularly important in connection 
with multiple item scales. Bryman and Cramer argue that this internal reliability aspect 
raises the question of whether each scale is measuring a single idea and whether the items 
that make up the scale are internally consistent.
The internal reliability can be assessed through several procedures provided in the SPSS8 
software. For example, the first procedure is called “split-half reliability” which divides the 
items in a scale into two groups (either randomly or on an odd-even basis) and examines the 
relationship between respondents’ scores for the two halves. Another test, which is currently 
widely used, is “Cronbach’s alpha”. This procedure essentially calculates the average of all 
possible split-half reliability coefficients. Bryman and Cramer state that in these two tests, a 
coefficient is generated which varies between 0 and 1. This means that the nearer the result 
is to 1, the more internally reliable is the scale and the result should preferable be not less
7 However, Jolliffe (1986) argues that a biased measure may be reliable or preferable to an unbiased one, especially if the former is 
consistent and the size of bias is known to the researchers. So that it can be corrected and the errors can be removed.
8 Statistical Package for the Social Sciences (SPSS).
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than 0.8. These two tests had been used to estimate the internal reliability of this survey 
measurement.
6.5.2. Assessing Normality
The first step in the analytic process is to explore the characteristics of data. Therefore, the 
collected data needed to be explored or checked as to whether they have been incorrectly 
entered, so that errors in data entry can be corrected. In addition, if distributions of data 
deviate from normal, these variables may need to be transformed before further analysis. 
However, if these distributions deviate dramatically, non-parametric tests must be used.
The assumption of normal distribution is a pre-requisite for many inferential statistical 
techniques. There are a number of ways to test this assumption graphically:
• Histogram;
• Stem-and-leaf plot;
• Boxplot;
• Normal probability plot;
• Detrended normal plot.
In addition, there are also a number of statistical techniques to test normality:
• Kolmogorov-Smirnov statistic, with a Lilliefors significance level and Shapiro-Wilks 
statistics;
• Skewness;
• Kurtosis.
A Kolmogorov-Smirnov test for one sample (K-Sl) is used to compare and determine the 
statistical significance of the largest difference between the frequencies of the values of an 
ordinal variable and some specified theoretical distribution, which may be normal, uniform, 
Poisson, or exponential. [Bryman and Cramer (1990)]. It is concerned with the agreement 
between two cumulative distributions of a set of sample values and some specified 
theoretical distribution.
The K-Sl test determines whether the scores in a sample can reasonably be thought to have 
come from a population having the theoretical distribution. The test is appropriate to test the
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goodness-of-fit for variables which are measured on at least an ordinal scale [Siegel and 
Castellan (1988)]. The K-Sl test assumes that the parameters of the test distribution are 
specified in advance. This procedure estimates the parameters from the sample. The sample 
mean and sample standard deviation are the parameters for a normal distribution, the sample 
minimum and maximum values define the range of the uniform distribution, the sample 
mean is the parameter for the Poisson distribution, and the sample mean is the parameter for 
the exponential distribution.
In order to test for normality of the distribution, this study used the K-Sl statistic test. 
Furthermore, other descriptive statistics, such as measures of central tendency and 
dispersion, can also be used to determine the normality of the distribution. In addition, 
skewness also refers to the shape of the distribution. If the observed distribution is exactly 
normal, values for skewness are zero. Positive values for skewness indicate a positive skew, 
while negative values indicate a negative skew [Coakes and Steed (2001)].
6.5.3. Descriptive Statistics
Anderson et al. (1999) define descriptive statistics as summaries of data, which can be 
tabular, graphical, or numerical. Similar explanation has also been given by Green et al. 
(2000, p. 121): ‘ [descriptive statistics involves summarizing distributions of scores by 
developing tabular- or graphical presentations and computing descriptive statistical indices’ . 
Those indices include the measures of central tendency and the measures of dispersion. The 
measures of central tendency comprise: (a) the mean, the arithmetic average of a set of 
scores; (b) the median, the middle value of ranked scores; and (c) the mode, the most 
frequently occurring score.
Measures of dispersion can be computed to describe distribution variability around the 
measure of central tendency. The most common measures of dispersion or variability are the 
variance and its square-rooted form, called the standard deviation. In addition, other 
measures of variability of data include range and inter-quartile range9. Coakes and Steed 
(2001) argue that all of these measures of variability are appropriate for interval or ratio 
data.
9 The interquartile range represents an attempt to circumvent the problem of the range being heavily dependent on extreme scores. An 
interquartile range is obtained by discarding the upper and lower 25% of the distribution and taking the range of what remains. As sucli it 
is the range of the middle of 50% of the observations, or the difference between the 75Ul percentile and the 2511' percentile [Howell (1997)].
114
Chapter 6 The Methodological Approach -  Part II
To describe nominal and ordinal data, Coakes and Steed suggest that frequency distribution, 
which shows the frequency of occurrence of each score value, is more appropriate. This 
frequency can be represented in the form of tables or graphs, for example, bar charts or pie 
charts. On the other hand, Coakes and Steed argue that histograms or frequency polygons
are appropriate for continuous variables, such as measurements on interval or ratio scales.
6.5.4. Statistical Methods Applied
Statistics help to make sense of the data, explore relationships and interdependence between 
variables, Kumar (1999, p.224) notes that statistics ‘ascertain the magnitude of an existing 
relationship or interdependence and place confidence in findings’ . The research aims and the 
collected data have an influence on statistical tests to be used. As suggested by Kinnear and 
Gray (2000), the choice of a statistical test depends upon:
• the research question;
• the plan, or design, of the research; and
• the type of data which has been collected.
Siegel and Castellan (1988, p. 19) also suggest other factors that seem to have an influence 
on the choice of a statistical test, for example, ‘the manner in which the sample was drawn, 
the particular hypotheses [researchers] wish to test, and the kind of measurement or scaling 
which was employed in the operational definitions of the variables involved, i.e., in the 
scores’ . All these matters can help researchers to determine which statistical test is optimum 
or most appropriate for analysing a particular set of research data.
Arguably, different statistical tests are appropriate for different types of data. Gravetter and 
Wallnau (1996) and Howell (1997) state that there is little point in finding the mean of a set 
of ranlcs because the resulting average would depend solely upon the number of people in 
the sample. Kinnear and Gray (2000) also point out that there is a circumstance in which the 
mean and standard deviation are very poor measures of central tendency and dispersion, 
respectively, as when the distribution of scores is markedly skewed.
A statistical test, however, is valid under certain conditions, often called the “assumptions” 
of the test. The statistical model and measurement requirement specify those conditions.
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Siegel and Castellan (1988) argue that the researcher must examine the situation and 
determine whether or not it is reasonable to “assume” that the model is correct. They state 
that the most powerful tests are those that have the strongest or most extensive assumptions. 
Siegel and Castellan (1988, p.20) point out that ‘the fewer or weaker are the assumptions, 
the more general are the conclusions’ .
There are two main types of statistical tests, namely parametric and noil-parametric 
(distribution-free) tests. The term “parameter” refers to a measure which describes the 
distribution of the population such as the mean or variance. Thus, it is only appropriate to 
use parametric tests when the data fulfil the following three generic assumptions:
a) the level or scale of measurement is of equal interval or ratio scaling;
b) the distribution of the population scores is normal; and
c) the variances of variables are equal or homogeneous. [Bryman and Cramer (1990)]
Parametric tests, e.g. the t-test or F-test, have a variety of strong assumptions underlying 
their use. The meaningfulness of the results of a parametric test depends on the validity of 
these assumptions. When the generic assumptions of parametric tests have been seriously 
violated, non-parametric techniques can be used. The non-parametric tests are usually 
referred to as distribution free tests: i.e. these tests do not make a prior assumption about the 
specific shape of the distribution. This means that the validity of the non-parametric tests is 
not affected by the shape of the distribution. In addition, these tests do not rely on any 
seriously restrictive assumptions concerning the shape of the sampled population(s) [Howell 
(1997)].
Although they tend to be less powerful than their parametric counterparts, Coakes and Steed 
argue that some non-parametric tests are appropriate for data measured on scales that are not 
interval or ratio. Assumptions for non-parametric tests are not as critical as parametric tests. 
However, Coakes and Steed (2001, p. 207) suggest that there are some generic assumptions 
that need to be applied:
a) Random sampling;
b) Similar shape and variability across distributions;
c) Independence of observations.
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The choice of the statistical techniques is based on the nature of data, the numbers of groups 
involved in the comparison, number of dependent and independent variables. Coakes and 
Steed (2001) pointed out that the most important assumption, which has been used to 
distinguish the choice between parametric and non-parametric tests, is whether the data are 
samples from a population with a specified distribution, e.g. the normal distribution. If there 
are violations of the distribution assumptions of parametric tests, then non-parametric 
techniques can be used.
Another assumption, which has been pointed out by Siegel and Castellan (1988), is the types 
of the scores which are being analysed. They note that proper interpretation of parametric 
tests is not only based on the normal distribution, but also assumes that the scores being 
analysed result from measurement in at least an interval scale. Kinnear and Gray (2000) 
suggested that if the data are measurements at the ordinal level, as with sets of ranks, or 
nominal data, a non-parametric test is the only possibility. Coakes and Steed (2001) also 
point out that some non-parametric tests are appropriate for data measured on scales which 
are not interval or ratio.
As mentioned in Chapter 6 (Section 6.4.4), most questions in this study’s questionnaire used 
a seven-point Likert-scale in order to measure the level of agreement and disagreement of 
the respondents. This is one of the reasons why the non-parametric tests have been adopted 
for this study. In this study the choice of the statistical tests was mainly influenced by the 
serious violations of the distribution assumptions of parametric test, which will be discussed 
in Chapter 7 (Section 7.4). Therefore, non-parametric tests were considered as appropriate 
techniques to analysing this study’s results10. These statistical techniques are grouped based 
on the nature of the research hypotheses to which they are related. The statistical methods 
used for data analysis in this study are summarised as follows:
a) Techniques that related to the perceptions of the survey respondents:
• Chi-Square test (C-S) is used to explore frequency data -  that is data that indicate how 
often a particular event occurs. The chi-square statistic allows us to compare the 
distribution of frequency data which have been collected in a study with the distribution 
that we would expect to occur by chance [Brace et al. (2000)]. There are two main types
10 See Appendix III for a discussion on advantages and disadvantages of non-parametric statistical tests.
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of chi-square test. The C-S test for goodness of fit applies to the analysis of a single 
categorical variable, and the C-S test for independence or relatedness applies to the 
analysis of the relationship between two categorical variables. This study focused on the 
one-sample C-S test for goodness of fit which tests whether the observed pattern of 
events differs significantly from what might have been expected by chance alone. The 
one-sample C-S test is more likely to yield significance if the sample proportions for the 
categories differ greatly from the hypothesised proportions and if the sample size is large 
[Green et al. (2000)]. In addition, the C-S test for goodness of fit will determine the 
significant differences in frequency which exist across response categories [Coakes and 
Steed (2001)].
• The M ann- Whitney U test fo r  two independent samples (M-W) is the most popular of 
the two-independent-sample tests. It is analogous to the independent groups t-test, 
Wilcoxon rank sum test and the Kruskal-Wallis test for two groups. The main 
assumptions for the test are that it uses independent, random samples and requires that 
the two independent samples come from population having the same distribution. The 
M - W  test compares the number of times a score from one of the samples is ranked 
higher than a score from the other sample, rather than the number of scores which are 
above the median. This means that if the two groups are similar, then the number of 
times this happens should also be similar for the two groups [Bryman and Cramer 
(1990)]. In this study, the main purpose of this statistical test is to see whether the view 
of any of the three sub-groups (i.e. external auditors, financial directors, and financial 
analysts) dissents from the view of the others.
b) A  Technique that related to the ranking of the variables:
• The Friedman test fo r  ordinal data is used to find a tendency for some variables to 
receive higher ranks than others, for example assigning the ranks of 1 to 10 to the most 
preferred and least preferred variables, respectively [Kinnear and Gray (2000)]. The 
Friedman test ranks the scores for each of the cases and then calculates the mean score 
for each sample. If there are no significant differences between the samples, their mean 
ranks should be similar [Bryman and Cramer (1990)]. The Friedman test determines 
whether the rank totals for each condition or variable differ significantly from the values 
which would be expected by chance [Siegel and Castellan (1988)].
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c) A Technique that related to the degree of relationship among the variables:
• The KendalVs Tau Coefficient provides an alternative to the Spearman rank correlation 
as a measure of agreement between rankings, or assignments to ordered categories 
[ICinnear and Gray (2000)]. Bryman and Cramer argue that Kendall’s tau usually 
provides slightly lower correlation coefficients. Therefore, the Spearman rank is more 
commonly used by researchers. However, Bryman and Cramer suggest that the former 
deals better with tied ranks, for example, when two or more people are at the same rank 
for both variables or many respondents rate the same degrees of agreement or 
disagreement in the same statement. Thus, if there seems to be a large proportion of tied 
ranks, the Kendall’s tau may be more appropriate.
6.6. SUMMARY
This chapter discussed the second part of the methodological approach employed in this 
research study. This chapter mainly focused on the research instrument and data analysis. 
The chapter stalled with a description of the structure of the survey questionnaire. For the 
validity and reliability of the questionnaire, pre-testing of the survey questionnaire was 
conducted twice before the survey questionnaire was sent out. There was also a discussion 
about the possible errors that might occur in survey research.
The discussion then moved on to the survey sampling. The survey samples in this research 
study had been categorised into three groups, i.e. financial analysts, external auditors, and 
financial directors. Final pail of this chapter discussed the statistical techniques which had 
been used in order to analyse the collected data. In this study non-parametric statistical tests 
were used due to the serious violations of the distribution assmnptions of parametric tests. 
The statistical techniques used in this study were divided into three sections. First, the 
statistical techniques that test the perceptions of the respondents are the chi-square test and 
the Mann-Whitney U  test. Second, the Friedman technique is used to test the ordinal ranking 
data. Third, the statistical technique that tests the degree of relationship among the variables 
is the Kendall’s Tau coefficient. The next chapter presents the descriptive statistics of 
findings of this research study.
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CHAPTER 7 
FINDINGS I: DESCRIPTIVE STATISTICS OF FINDINGS
7.1. INTRODUCTION
This chapter presents the descriptive results of the survey data. Section 7.2 provides 
summaries of the survey sample. Section 7.3 examines the reliability of the research 
measurement scales by using split-half-reliability and Cronbach’s alpha techniques. 
Section 7.4 shows the summary of the descriptive statistics of the survey data and the 
results of the Kolmogorov-Smimov statistical test (K-Sl) in order to assess normality of 
data distribution. Finally, Section 7.5 presents a summary.
7.2. THE SAMPLE
As mentioned in the previous chapter (Chapter 6, Section 6.4.3), the questionnaire survey 
was administered in October 2000 for the financial analyst group. The survey was 
conducted again in April 2001 for external auditor and financial director groups.
7.2.1. The Sample Size
The questionnaires were distributed as follows:
> Auditor group (AD) 500 questionnaires;
> Financial director group (FD) 500 questionnaires;
> Financial analyst group (FA) 1,000 questionnaires.
Table 7.1: Response rate of the questionnaire survey
Surveyed Questionnaire Questionnaire Usable Refuse to Response rate
groups Distributed Received Questionnaire participate (%)
FA 1,000 208 161 47 16.1
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Table 7.1 shows detail of the questionnaire survey response rate. The questionnaire survey 
for the FA group was administered in October 2000 and collected by the end of December 
2000. However, out of the 1,000 questionnaires, 112 completed questionnaires were 
returned, giving a response rate of 11.2%. As discussed earlier (Section 6.4.4, Chapter 6), 
self-selection bias is likely to be the most serious type of non-response bias associated with 
low response rates in survey research. That is, the early responders (i.e. in the first wave of 
returns) to a mail survey are likely to be more interested, involved, and/or experienced with 
the topics or issues compared with non-responders [Wilson (1999), Alreck and Settle 
(1995)]. While researchers cannot know for sure the differences between responders and 
non-responders, it is risky to assume that those who did not respond were in fact equal to 
those who did [Churchill (1995)].
Woodside and Ronkainen (1984) have suggested a multiple mailing method as a potential 
solution to this dilemma. It can be used in order to note whether or not there are differences 
between early responders and late responders. In this study, similar examinations in the 
same spirit as Woodside and Ronkainen (1984) (i.e. follow-up questionnaires) were used to 
assess the degree of differences between early and late (i.e. non) responders1. Thus, at the 
beginning of January 2001, follow-up questionnaires were sent out to respondents who had 
not given a response to the first request. Only 49 completed questionnaires were returned. 
The total number of usable responses added up to 161 out of 1,000 (i.e. 16.1%).
The Mann-Whitney U  test and Crosstabulation have been used in this study to assess the 
degree of differences between early and late responders on the perceptions and 
demographic characteristics. The results showed that there are no significant differences in 
the perceptions and demographic characteristics between early and late responders of the 
FA group (see the results of these tests in Appendix IV). As a result based on Woodside 
and Ronkainen’s study, it is possible to infer that the survey results in the FA group are 
unlikely to be affected by self-selection bias. Therefore, it is still possible to achieve valid 
findings from the FA group.
The questionnaire survey for the A D  and FD groups was conducted in April 2001 and 
completed at the end of May 2001. For the A D  group, 262 questionnaires (52.4%) out of
1 Woodside and Ronkainen (1984) used third mailing in order to assess the differences between early and non-responders. However, due 
to the time and budget constraint in this study researcher use only two mailings to compare the differences between early and late 
responders.
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500 were received. However, only 222 questionnaires (44.4%) were usable for analysis 
while another 40 refused to participate in the survey. For the FD group, 500 questionnaires 
were also sent out and 196 questionnaires (39.2%) were received with 160 questionnaires 
(32%) usable. As discussed earlier (Section 6.4.4, Chapter 6), both preparers (as financial 
directors in this study) and auditors of financial statements are likely to be more involved 
and/or experienced with the topics or issues compared to financial analysts. Therefore, the 
response rates of these two sub-sample groups are quite high compared to the later group. 
The total number of responses adds up to 543 out of 2000 (27.15%). Figure 7.1 shows a 
summary of the questionnaire survey response rate.
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7.2.2. THE SAMPLE CHARACTERISTICS
F ig u r e  7 .2 : G e n d e r  of th e  re s p o n d e n ts
Female8%
■  Male
■  Female
Male
92%
Note: A D  = External Auditors FD = Financial Directors FA = Financial Analysts
Chapter 7 Findings I: Descriptive Statistics of Findings
Figures above (Figures 7.2-7.4) show summaries of the demographic information about the 
respondents. From the above figures, it can be concluded that the majority of the 
respondents are:
> male (92%);
> in the age group of 45-54 years (30%), and the age between 35-54 is 56% of total 
respondents;
> The survey groups responses include external auditors (AD) which are 41% of total 
responses, financial directors (FD) which are 29% of total responses, and financial 
analysts (FA) which are 30% of total responses.
7.3. RELIABILITY ANALYSIS OF THE STUDY MEASUREMENT SCALES
In this research study, split-half-reliability and Cronbach’s alpha techniques were used to 
test the reliability of the research measurement scales (see Section 6.5.1 in Chapter 6 for 
more discussion). The results (presented in Table 7.2) show that both alpha (0.9152) and 
split-half (0.8301) methods yield very high reliability coefficients. This means that each 
scale in the survey questionnaire measures a single idea and the items that malce up the 
scale are internally consistent. In other words, the scale measurement of this study 
questionnaire is internally reliable. The results of these two tests are presented in the 
following table:
Table 7.2: Reliability Analysis
Reliability Analysis (Alpha)
Reliability Coefficients 50 items
Alpha = 0.9152 Standardised item alpha = 0.9063
Reliability Analysis (Split-Half)
Reliability Coefficients 50 items
Correlation between forms = 0.7176 Equal-length Spearman-Brown = 0.8356
Guttman Split-half = 0.8301 Unequal-length Spearman-Brown = 0.8356
Alpha for part 1 = 0.8859 Alpha for part 2 = 0.8206
25 items in part 2
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7.4. DESCRIPTIVE ANALYSIS OF THE DATA AND ASSESSING NORMALITY
7.4.1. The Kolmogorov-Smirnov Test for Normality
The Kolmogorov-Smirnov statistical test (K-Sl) has been used in this study to assess 
normality of data distribution. This test is used to examine whether the survey data are 
normally distributed. If the significance level from the test is greater than 0.05, then the 
data are assumed to be normally distributed. On the other hand, if the significance level is 
lower than 0.05, then it is assumed that those data are not normally distributed [Bryman 
and Cramer (1990)].
As discussed earlier in Chapter 6, an approximately normal distribution is considered to be 
one of the generic assumptions that must be met prior to use of parametric statistical tests. 
If the distributions of variables depart from normality, these variables may need to be 
transformed before further analysis. When the normal distributions still deviate 
dramatically after the transformation, non-parametric statistic test must be applied. The 
following sections show summaries of the frequency results, the descriptive statistics of 
each statement used in the research questionnaire, and the results of the K-Sl test.
a) Assessing Normality of Data in Q1 using Descriptive Statistics and K-Sl test
The statements in Question 1 (Ql/1 and Ql/2) are intended to investigate what the 
respondents understand by the terms “true and fair view” (TFV) and “present fairy in 
conformity with G A A P ” (PFGAAP). The research study focuses on whether those terms 
imply that the financial statements have been prepared with the compliance with GAA P  or 
with the exercise of the professional accounting judgement (PAJ) on the part of preparers 
and auditors, as the ultimate criterion in evaluating alternative approaches to provide 
information in financial reporting. The term “ultimate criterion” used in this research study 
refers to the preferences expressed by the respondents for either “strict compliance with 
G A A P ” or “ the exercise of PAJ”. These statements attempt to find the answer to the 
following research question:
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> Are people aware of the distinction between the application of two “ultimate criteria” 
(i.e. judgement-oriented approach and compliance-oriented approach), as reflected in 
the terms TFV and PFGAAP when they prepare, audit, or use the financial statements?
Table 7.3: Descriptive Statistics of Ql/1 and Ql/2
Question Mean Median Mode SD .25 percentile .75 percentile Skewness K-Sl
Ql/1 4.958 5 6 1.640 4 5 -0.754 0.000
Ql/2 5.649 6 6 1.465 6 7 -1.381 0.000
From Table 7.3, the descriptive statistics showed that the mean and median of Ql/1 are 
4.958 and 5, Ql/2 are 5.649 and 6, respectively. The results also showed that both 
statements have the same value of the mode which is 6. However, due to the nature of the 
data collected by using a Likert scale, the median and the mode seem to be more 
appropriate measurements for this study’s data. The major advantage of the median and 
mode is that they are unaffected by extreme scores like mean. Another advantage of these 
measures, when contrasted with the mean, is that they do not require any assumptions 
about the interval properties of the scale [Howell (1997)].
Furthermore, there is a negative coefficient of skewness for these two statements. The 
interquartile range2 (a measure of dispersion) of the statement Ql/1 is 1, while Ql/2’s is 
also 1. These descriptive statistics imply that majority of the survey respondents have a 
positive degree of agreement with what was discussed in either Ql/1 or Ql/2. Once again 
by looking at Table 7.3, the significance level of the K-Sl test is smaller than 0.05. This 
indicates that the data in Q1 are not normally distributed. This conclusion is also supported 
by the above results where mean, median and mode are not equal, and there is a negative 
coefficient of skewness of the data distribution.
b) Assessing Normality of Data in Q2 and Q3 using Descriptive Statistics and K-Sl 
Test
Basically, Questions 2 and 3 intended to examine whether awareness of the distinctions 
between the application of the two ultimate criteria as reflected in the use of the terms TFV 
and PFGAAP have any effect on the perceptions of the respondents about the quality of
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accoimting information. From the literature review, eight qualitative characteristics of 
information used in this study, which are referred in the conceptual frameworks [e.g. 
FASB’s SFAC (1980), IASC Framework (1989), U K  ASB’s SPFR 2 (1999)], are normally 
used by many authors in order to define the meaning of the TFV concepts. Table 7.4 
showed the list of these relevant qualitative characteristics. The questions in this section 
attempt to answer the following research questions:
> How do users, auditors, and preparers perceive the relationship between the the two 
ultimate criteria (i.e. the exercise of PAJ and compliance with GAAP) and the 
qualitative characteristics of information provided in financial statements?
Table 7.4: Statements in Question 2 (and Question 3)
Statements Q2/1-Q2/8
If financial statements comply with the requirement to “give a true and fair view”, thus:
Q2/1 Financial statements provide reliable information to help with the making of financial decisions.
Q2/2 Financial statements provide relevant information to help with the making of financial decisions.
Q2/3 Financial statements provide comparability.
Q2/4 Financial statements provide credibility (belief in the accounting information).
Q2/5 Financial statements are free from material error.
Q2/6 Financial statements are free from undue bias.
Q2/7 Financial statements are not misleading.
Q2/8 Financial statements are prudent.
Table 7.5 and Tables 7.6a - 7.6c present the descriptive statistics of the responses to 
Question 2 and 3. The results show that the lowest value of the mean is 4.271 and the 
highest is 5.315. The value of the mode ranges from 4 (only in Q2/2) to 6. Although the 
value of the median also ranges from 4 (only in Q3/8-IAS) to 6 (in Q2/1, Q2/4, Q2/5, and 
Q3/5-UK GAAP), for the majority the median value is 5. The interquartile ranges of the 
statements in both Q2 and Q3 vary from 1 to 3. Moreover, there is a negative coefficient of 
skewness in each statement. The results of the K-Sl test show that the significance level is 
lower than 0.05. Therefore, from the above results it can be concluded that the collected 
data from Q2 and Q3 are not normally distributed.
2 The interquartile range represents an attempt to circumvent the problem of the range being heavily dependent on extreme scores. It can 
be obtained by discarding the upper and lower 25% of the distribution and taking the range of what remains. As such, it is the range of 
the middle 50% of the observations, or the difference between the 75th percentile and the 25,h percentile.
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Table 7.5: Descriptive Statistics of Q2
Question Mean Median Mode SD .25 percentile .75 percentile Skewness K-Sl
Q2/1 5.281 6 6 1.336 5 6 -0.970 0.000
Q2/2 4.588 5 4 1.573 4 6 -0.236 0.000
Q2/3 4.745 5 5 1.474 4 6 -0.508 0.000
Q2/4 5.281 6 6 1.301 5 6 -0.929 0.000
Q2/5 5.315 6 6 1.558 5 6 -1.140 0.000
Q2/6 4.682 5 5 1.589 4 6 -0.598 0.000
Q2/7 4.889 5 6 1.556 4 6 -0.669 0.000
Q2/8 4.519 5 6 1.620 3 6 -0.480 0.000
Table 7.6a: Descriptive Statistics of Q3-IAS GAAP
Question Mean Median Mode SD .25 percentile .75 percentile Skewness K-Sl
Q3/1-IAS 5.073 5 6 1.344 4 6 -0.830 0.000
Q3/2-IAS 4.570 5 5 1.442 4 6 -0.345 0.000
Q3/3-IAS 4.773 5 5 1.389 4 6 -0.603 0.000
Q3/4-IAS 4.879 5 5 1.378 4 6 -0.664 0.000
Q3/5-IAS 4.972 5 6 1.586 4 6 -0.791 0.000
Q3/6-IAS 4.497 5 5 1.509 4 6 -0.555 0.000
Q3/7-IAS 4.617 5 6 1.552 4 6 -0.479 0.000
Q3/8-IAS 4.271 4 5 1.516 3 5 -0.447 0.000
Table 7.6b: Descriptive Statistics of Q3-US GAAP
Question Mean Median Mode SD .25 percentile .75 percentile Skewness K-Sl
Q3/1-US 5.281 5 6 1.300 5 6 -0.909 0.000
Q3/2-US 4.643 5 5 1.451 4 6 -0.375 0.000
Q3/3-US 5.069 5 6 1.373 4 6 -0.934 0.000
Q3/4-US 5.141 5 6 1.366 4 6 -0.937 0.000
Q3/5-US 5.130 5 6 1.603 4 6 -0.828 0.000
Q3/6-US 4.729 5 6 1.513 4 6 -0.678 0.000
Q3/7-US 4.680 5 5 1.562 4 6 -0.483 0.000
Q3/8-US 4.354 5 5 1.620 3 6 -0.396 0.000
Table 7.6c: Descriptive Statistics of Q3-UK GAAP
Question Mean Median Mode SD .25 percentile .75 percentile Skewness K-Sl
Q3/1-UK 5.269 5 6 1.263 5 6 -0.909 0.000
Q3/2-UK 4.678 5 5 1.461 4 6 -0.437 0.000
Q3/3-UK 5.008 5 6 1.451 4 6 -0.805 0.000
Q3/4-UK 5.270 5 6 1.213 5 6 -0.875 0.000
Q3/5-UK 5.263 6 6 1.436 5 6 -0.928 0.000
Q3/6-UK 4.822 5 6 1.469 4 6 -0.751 0.000
Q3/7-UK 4.967 5 6 1.494 4 6 -0.806 0.000
Q3/8-UK 4.514 5 6 1.607 4 6 -0.493 0.000
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c) Assessing Normality of Data in Q4, Q6, and Q7 using Descriptive Statistics and K- 
S1 Test
The questions in this section are designed to find the answer to the following research 
question:
> To what extent is the relationship between the exercise of PAJ and the TFV/TFO 
concept perceived to contribute to the usefulness of financial reporting?
The survey Question 4 is designed to investigate the respondents’ perceptions about the 
significance of the exercise of PAJ on the preparation and issuance of the financial 
statements.
Table 7.7: Descriptive Statistics of Q4
Question Mean Median Mode SD .25 percentile .75 percentile Skewness K-Sl
Q4/1 6.233 7 7 1.041 6 7 -1.784 0.000
Q4/2 5.621 6 7 1.410 5 7 -1.170 0.000
Q4/3 4.744 5 6 1.517 4 6 -0.512 0.000
Q4/4 4.748 5 6 1.597 3 6 -0.492 0.000
Q4/5 5.296 6 6 1.460 5 6 -0.912 0.000
Q4/6 5.248 6 6 1.516 4 6 -0.810 0.000
Table 7.7 shows the summary of the descriptive statistics of responses to Q4. The results 
showed that the lowest value of the mean is 4.744 and the highest value is 6.233. The 
median ranges from 5 to 7, while the value of the mode ranges from 6 to 7. The 
interquartile ranges vary from 1 to 3. In addition, there is a negative coefficient of 
skewness in each statement contained in Q4. This implies that the majority of the survey 
respondents either strongly or completely agree with those statements. The results also 
show that the significance level of the K-Sl test is lower than 0.05. Thus, it can be 
concluded that the data in Q4 is not normally distributed.
With regal'd to the judgement-oriented approach, the exercise of PAJ can be reflected in 
the use of the term TFV, together with the TFO, as applied in the U K  financial reporting. 
Statements in Q6 were used to investigate the perceptions of the respondents on the 
effectiveness of the TFV concept in relation to the exercise of PAJ.
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Table 7.8: Descriptive Statistics of Q6
Question Mean Median Mode SD .25 percentile .75 percentile Skewness K-Sl
Q6/1 5.931 6 7 1.283 6 7 -1.781 0.000
Q6/2 4.912 5 6 1.675 4 6 -0.611 0.000
Q6/3 5.271 6 6 1.511 4 6 -0.867 0.000
Q6/4 4.777 5 6 1.637 4 6 -0.470 0.000
Table 7.8 shows the descriptive statistics of the data in Question 6. The results showed that 
the lowest value of the mean in Q6 is 4.777 and the highest value is 5.931. The value of 
the mode ranges from 6 to 7 (only in Q6/1). The median in Q6/1 and Q6/3 is 6, and in 
Q6/2 and Q6/4 is 5. The interquartile range is 1 in Q6/1 and 2 in Q6/2 to Q6/4. 
Furthermore, the coefficient of skewness in each statement is negative. From the results of 
the descriptive statistics, the majority of the respondents either strongly or completely 
agree with the statements contained in Q6. The significance level of the K-Sl test is lower 
than 0.05. Thus these results indicate that the data in Q6 are not normally distributed.
Question 7 intended to find out how the respondents perceive the requirement to depart 
from applicable rules and standards in exceptional circumstances when the application of 
these is not considered to lead to the accounts showing a TFV.
Table 7.9: Descriptive Statistics of Q7
Question Mean Median Mode SD .25 percentile .75 percentile Skewness K-Sl
Q7 5.345 6 5 1.500 5 6 -1.226 0.000
Table 7.9 presents the descriptive results of the responses to statement in Question 7. The 
results show that the value of the mean is 5.345, the mode is 5 and the median is 6. The 
interquartile range is 1. The results also show a negative coefficient of skewness of Q7. 
Therefore, the majority of the respondents agree with the statement in Q7. Furthermore, the 
results also show that the significance level of the K-Sl test is lower than 0.05. Therefore, 
the data from this question are not normally distributed.
d) Assessing Normality of Data in Q5 using Descriptive Statistics and K-Sl Test
The statements in Question 5 were raised due to the conviction that a distinction between a 
judgement-oriented approach and a compliance-oriented approach has raised an interesting 
question: is compliance with GAAP (a) a sufficient condition; (b) a necessary, but not
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sufficient, condition; or (c) neither a sufficient nor even a necessary condition for financial 
statements to provide information that possess relevant qualitative characteristics? The 
statements in Q5 intend to answer the following research question:
> Is (a) the exercise of PAJ or (b) compliance with GAAP perceived to be the more 
important criterion as to whether the required qualitative characteristics have been 
achieved in financial reporting, and which term provides a stronger indication of the 
usefulness of financial statements?
Table 7.10: Summary of the frequency results of statements Q5/1-Q5/3
• If the financial statements comply with the requirement to give a TFV, then “compliance with
GAAP” is a sufficient condition for possessing the required qualitative characteristics.
AD: 7%CD 14%SD 10%D 16%N 21%A 24%SA 8%CA
FD: 5%CD 13%SD 16%D 14%N 26%A 19%SA 7%C A
FA: 9%CD 9%SD 22%D 16%N 22%A 15%SA 7 % C A
• If the financial statements comply with the requirement to give a TFV, then “compliance with 
GAAP” is a necessary, but not sufficient, condition for possessing the required qualitative 
characteristics.
AD: 4%CD 7%SD 9%D 16%N 22%A 26%SA 16%CA
FD: 2%CD 8%SD 11%D 14%N 25%A 25%SA 15%CA
FA: 6%CD 5%SD 15%D 17%N 19%A 23%SA 15%CA
• If the financial statements comply with the requirement to give a TFV, then “compliance with 
GAAP” is neither a sufficient nor a necessary condition for possessing the required qualitative 
characteristics.
AD: 24%CD 27%SD 11%D 15%N 8%A 10%SA 5%C A
FD: 22%CD 27%SD 18%D 9%N 12%A 10%SA 2 % C A
FA: 16%CD 29%SD 18%D 9 % N  14%A 8%SA 6 % C A
Table 7.10 shows the frequency results of the responses to Q5. From Table 7.10, the 
frequency results showed that 17% of A D  and FD expressed agreement with both 
incompatible statements Q5/1 and Q5/2 while only 1% of FA showed then same view. 
However, the results revealed that there was more degree of agreement with statement 
Q5/2 than Q5/1. Moreover, the results showed that there was more degree of disagreement
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than agreement with statement Q5/3. In Chapter 8, Section 8.2.1 (c) will discuss more 
about statistical significance of these results. The summaries of the frequency results of the 
responses to statements in Question 5 are illustrated in Figures 7.5-7.7 as follows:
F ig u re  7 .6 : C o m p lia n ce  w ith  G A A P  is a necessary, b u t n o t a 
sufficient, c o n d itio n
AD FD FA
■ CA
□ SA
■ A
□ N
□ D
■ SD
■ CD
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Table 7.11: Descriptive Statistics of Q5
Question Mean Median Mode SD .25 percentile .75 percentile Skewness K-Sl
Q5/1 4.244 4.5 5 1.708 3 6 -0.258 0.000
Q5/2 4.789 5 6 1.650 4 6 -0.545 0.000
Q5/3 3.079 3 2 1.789 2 4 0.619 0.000
Table 7.11 summarises the descriptive statistics of data in Q5. The lowest value of mean is 
3.079 in Q5/3 and the highest value is 4.789 in Q5/2. The median values in Q5/1 to Q5/3 
are 4.5, 5, and 3, respectively. The value of the mode is 5 in Q5/1, 6 in Q5/2, and 2 in 
Q5/3. The interquartile range is 3 in Q5/1 and 2 in both Q5/2 and Q5/3. Further, the 
findings show that the coefficient value of skewness is negative in Q5/1 and Q5.2, but 
positive in Q5/3. The significance level of the K-Sl test is well below 0.05. From these 
results, therefore, it can be seen that the collected data in this Q5 is not normally 
distributed.
e) Assessing Normality of Data in Q8 using Descriptive Statistics and K-Sl Test
From the literature review, the distinction between a compliance-oriented approach and a 
judgement-oriented approach is well illustrated by the contrast use of the terms PFGAAP 
and TFV. The purpose of Q8 is to find out which one is most preferred approach by UK 
respondents in the reporting of accoimting information. In doing so, four alternatives have 
been used in this study to exemplify those two ultimate criteria. Those alternatives are 
TFO, TFV (without the override), compliance with IAS GAAP, and compliance with US 
GAAP. A spectrum of the response categories from the respondents is shown as follow:
Table 7.12: Summary of the frequency results of the responses to Q8
Most preference Second choice Third choice Least preference
TFO (Q8/1) 56% 25% 8% 11%
TFV (Q8/2) 27% 2 5% 21% 2 7%
PF IASGAAP (Q8/3) 10% 32% 37% 2 1%
PF USGAAP (Q8/4) 8% 17% 35% 3 9%
Table 7.13: Summary of the frequency results of the most preference approach in each survey
group__________________________
Most preference for:
TFO TFV PF IASGAAP PF U SGAAP
A D 67% 2 5% 7 % 4 %
FD 59% 2 4% 13% 5 %
FA 3 4% 33% .1 5% 19%
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The frequency results presented in Tables 7.12 and 7.13 clearly show that TFO is the most 
preferred approach among the three sub-groups, followed by TFV. Compliance with IAS 
GAAP has only 2% more first preferences than compliance with US GAAP, but has many 
more second preferences.
Table 7.14: Descriptive Statistics of Q8
Question Mean Median Mode SD .25 percentile .75 percentile Skewness K-Sl
Q8/1 3.253 4 4 1.009 3 4 -1.177 0.000
Q8/2 2.519 3 1 1.157 1 4 -0.050 0.000
Q8/3 2.313 2 2 0.919 2 3 0.148 0.000
Q8/4 1.942 2 1 0.946 1 3 0.710 0.000
From Table 7.14, the lowest value of the mean is 1.942 (Q8/4) and the highest value is 
3.253 (Q8/1). The value of the mode is 4 in Q8/1, 1 in either Q8/2 or Q8/4, and 2 in Q8/3. 
The value of median is also 4 in Q8/1, 3 in Q8/2, and 2 in either Q8/3 or Q8/4. The 
interquartile ranges vary from 1 to 3. A negative coefficient of skewness is shown in either 
Q8/1 or Q8/2, while in Q8/3 and Q8/4 there is a positive coefficient of skewness in each 
statement.
From the descriptive statistics shown above, it can be inferred that the majority of the 
respondents prefer the TFO approach because it has the highest value of the mean, the 
median and the mode. The lowest score for the first preference is compliance with US 
GAAP. Even though this approach has the same value of the mode with the TFV, its mean 
value is lower than the latter. In addition to the above discussion, Table 7.14 shows that 
the significance level of the K-Sl test is lower than 0.05. Therefore, it can be concluded 
that the data in Q8 are not normally distributed.
Figure 7.8-7.11 illustrated the frequency results of the responses on Q8.
F ig u re  7 .8 : P e rce p tio n s o f  a b o u t the  m o st p re fe re n tia l fina n cial 
r e p o rt in g  a p p ro a c h
10%8% —^  —| ■ TFO
■ TFV
□ PFIJSGAAP
27°/<^ 55% □ PFIASGAAP
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7.4.2. Variable Transformation for Normality Testing
Generally, variables rarely conform to a classic normal distribution. In fact, distributions 
are normally skewed and display varying degree of lcuitosis. When the values of the 
skewness are extreme, variable transformation is required [Coakes and Steed (2001)]. As 
discussed earlier in chapter 7, parametric statistical tests are more powerful than non- 
parametric tests. However, in order to apply parametric tests to research data, there are 
some certain assumptions that need to be met. One of those assumptions is that the data has 
to be approximately normally distributed. If the departure from normality is severe, it is 
necessary to transform the values of variables in order to satisfy the distribution 
requirements for the use of parametric tests.
The results shown in the previous section suggested that the data used in this study are not 
normally distributed. The distributions are significantly negatively skewed (except in 
statements Q5/3, Q8/3 and Q8/4 that the distribution are significantly positively skewed). 
Therefore, the logarithmic transformation was applied in this study, in an attempt to make 
variables conform with normal distribution. The following tables show summaries of 
descriptive statistics of each transformed variable, and the results of the Kolmogorov- 
Smirnov statistical test.
Table 7.15: Logarithmic Transformed Descriptive Statistics of Ql/1 and Ql/2
Question Mean Median Mode SD .25 percentile .75 percentile Skewness K-Sl
Ql/1 1.519 1.609 1.790 0.459 1.386 1.792 -1.713 0.000
Ql/2 1.677 1.782 1.790 0.382 1.609 1.946 -2.531 0.000
Table 7.16: Logarithmic Transformed Descriptive Statistics of Q2
Question Mean Median Mode SD .25 percentile .75 percentile Skewness K-Sl
Q2/1 1.618 1.792 1.790 0.340 1.609 1.798 -2.252 0.000
Q2/2 1.449 1.609 1.390 0.417 1.386 1.798 -1.132 0.000
Q2/3 1.493 1.609 1.610 0.391 1.386 1.798 -1.437 0.000
Q2/4 1.622 1.792 1.790 0.325 1.609 1.798 -2.248 0.000
Q2/5 1.600 1.792 1.790 0.438 1.609 1.798 -2.298 0.000
Q2/6 1.458 1.609 1.610 0.467 1.386 1.798 -1.691 0.000
Q2/7 1.512 1.690 1.790 0.438 1.386 1.798 -1.860 0.000
Q2/8 1.417 1.690 1.790 0.476 1.099 1.798 -1.420 0.000
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Table 7.17a: Logarithmic Transformed Descriptive Statistics of Q3-IAS GAAP
Question Mean Median Mode SD .25 percentile .75 percentile Skewness K-Sl
Q3/1-IAS 1.575 1.609 1.610 1.344 1.386 1.792 -2.087 0.000
Q3/2-IAS 0.000 1.609 1.610 1.442 1.386 1.792 -1.470 0.000
Q3/3-IAS 1.506 1.609 1.610 1.389 1.386 1.792 -1.555 0.000
Q3/4-IAS 1.529 1.609 1.610 1.378 1.386 1.792 -1.957 0.000
Q3/5-IAS 1.536 1.609 1.790 1.586 1.386 1.792 -1.923 0.000
Q3/6-IAS 1.422 1.609 1.610 1.509 1.386 1.792 -1.672 0.000
Q3/7-IAS 1.451 1.609 1.790 1.552 1.386 1.792 -1.527 0.000
Q3/8-IAS 1.362 1.386 1.610 1.516 1.099 1.609 -1.460 0.000
Table 7.17b: Logarithmic Transformed Descriptive Statistics of Q3-US GAAP
Question Mean Median Mode SD .25 percentile .75 percentile Skewness K-Sl
Q3/1-US 1.623 1.609 1.790 0.316 1.609 1.792 -1.947 0.000
Q3/2-US 1.472 1.609 1.610 0.385 1.386 1.792 -1.339 0.000
Q3/3-US 1.570 1.609 1.790 0.366 1.386 1.792 -2.059 0.000
Q3/4-US 1.585 1.609 1.790 3.665 1.386 1.792 -2.320 0.000
Q3/5-US 1.560 1.609 1.790 0.441 1.386 1.792 -1.968 0.000
Q3/6-US 1.478 1.609 1.790 0.439 1.386 1.792 -1.800 0.000
Q3/7-US 1.466 1.609 1.610 0.437 1.386 1.792 -1.541 0.000
Q3/8-US 1.372 1.609 1.610 0.498 1.099 1.792 -1.414 0.000
Table 7.17c: Logarithmic Transformed Descriptive Statistics of Q3-UIC GAAP
Question Mean Median Mode SD .25 percentile .75 percentile Skewness IC-S1
Q3/1-UK 1.622 1.609 1.790 0.315 1.609 1.792 -2.337 0.000
Q3/2-UK 1.478 1.609 1.610 0.395 1.386 1.792 -1.523 0.000
Q3/3-UK 1.550 1.609 1.790 0.390 1.386 1.792 -1.914 0.000
Q3/4-UK 1.626 1.609 1.790 0.297 1.609 1.792 -2.356 0.000
Q3/5-UK 1.606 1.792 1.790 0.375 1.554 1.792 -2.225 0.000
Q3/6-UK 1.505 1.609 1.790 0.417 1.386 1.792 -1.911 0.000
Q3/7-UK 1.536 1.609 1.790 0.415 1.386 1.792 -1.967 0.000
Q3/8-UK 1.416 1.609 1.790 0.478 1.386 1.792 -1.490 0.000
Table 7.18: Logarithmic Transformed Descriptive Statistics of Q4
Question Mean Median Mode SD .25 percentile .75 percentile Skewness IC-S1
Q4/1 1.810 1.946 1.950 0.224 1.792 1.946 -3.587 0.000
Q4/2 1.679 1.792 1.950 0.353 1.609 1.946 -2.559 0.000
Q4/3 1.487 1.609 1.790 0.412 1.386 1.792 -1.533 0.000
Q4/4 1.482 1.609 1.790 0.427 1.171 1.792 -1.309 0.000
Q4/5 1.613 1.792 1.790 0.365 1.609 1.792 -1.882 0.000
Q4/6 1.600 1.792 1.790 0.377 1.386 1.792 -1.699 0.000
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Table 7.19: Logarithmic Transformed Descriptive Statistics of Q5
Question Mean Median Mode SD .25 percentile .75 percentile Skewness K-Sl
Q5/1 1.335 1.498 1.610 0.520 1.099 1.792 -1.128 0.000
Q5/2 1.481 1.609 1.790 0.463 1.386 1.792 -1.574 0.000
Q5/3 0.941 1.099 0.690 0.626 0.693 1.386 -0.157 0.000
Table 7.20: Logarithmic Transformed Descriptive Statistics of Q6
Question Mean Median Mode SD .25 percentile .75 percentile Skewness K-Sl
Q6/1 1.742 1.792 1.950 1.283 1.792 1.946 -3.186 0.000
Q6/2 1.537 1.609 1.790 1.675 1.386 1.792 -1.659 0.000
Q6/3 1.603 1.792 1.790 1.511 1.386 1.792 -1.956 0.000
Q6/4 1.482 1.609 1.790 1.637 1.386 1.792 -1.479 0.000
Table 7.21: Logarithmic Transformed Descriptive Statistics of Q7
Question Mean Median Mode SD .25 percentile .75 percentile Skewness K-Sl
Q7 1.611 1.792 1.790 0.448 1.609 1.792 -2.380 0.000
Table 7.22: Logarithmic Transformed Descriptive Statistics of Q8
Question Mean Median Mode SD .25 percentile .75 percentile Skewness K-Sl
Q8/1 1.104 1.386 1.390 0.440 1.099 1.386 -1.683 0.000
Q8/2 0.793 1.099 0.000 0.541 0.000 1.386 -0.462 0.000
Q8/3 0.547 0.693 0.000 0.486 0.000 1.099 0.128 0.000
Q8/4 0.748 0.693 0.690 0.447 0.693 1.099 -0.529 0.000
The above results indicate that even though the variables have been logarithmically 
transformed, the distribution of this study’s data is still far from normal. Therefore, it can 
be concluded that the distribution assumptions of parametric tests have been seriously 
violated. Thus non-parametric statistical tests seem to be appropriate techniques for this 
research study.
7.5. SUMMARY
This chapter summarises the descriptive statistics and the K-Sl test for normality results 
for the survey data. The survey groups include external auditors (AD), financial directors 
(FD), and financial analysts (FA). The overall response rate is 27.15%. The majority of the 
respondents is male (92%) in the age range between 35-54 year of age.
The reliability of the research measurement scales was tested by using “split-half- 
reliability” and “Cronbach’s alpha” techniques available in SPSS package. The results
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indicate that both alpha (0.9152) and split-half (0.8301) methods yield very high 
coefficients. This means that the scale measurement of this study questionnaire is 
internally reliable.
Based on the descriptive statistics and the frequency results, the values of central tendency 
measurement (i.e. mean, median, and mode) in each statement are different. In addition, 
the values of the skewness in each variable are not equal to zero. The findings show that 
the coefficient values of the skewness in each statement are negative, except in Q5/3, Q8/3 
and Q8/4, which the values of the skewness are positive.
In addition, the results of the K-Sl test on the normal distribution also show that the 
significance levels of all statements in the survey questionnaire, either before or after the 
transformation, are well below 0.05. Therefore, it can be concluded that the collected data 
in this research study are not normally distributed. These results support the reasons for 
choosing non-parametric statistical tests to analyse the research data. The next chapter will 
discuss the results of hypothesis testing using the non-parametric statistical tests.
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CHAPTER 8 
FINDINGS II: HYPOTHESIS TESTING
8.1. INTRODUCTION
This chapter tests the research hypotheses of this study. Section 8.2 presents the results of 
the research hypothesis testing. This section is divided into three parts. The first part 
discusses the results of the chi-square test (C-S) and the Mann-Whitney U test (M-W) on 
the perceptions of the respondents about the research questions. The second part presents 
the results of Friedman test on the respondents’ preferences for the two ultimate criteria 
use in evaluating alternative approaches for financial reporting (i.e. judgement-oriented 
approach and compliance-oriented approach). The final part presents the results of the 
Kendall’s Tau test (K-t test) on the relationship between PAJ and the relevant qualitative 
characteristics and also on the relationship between compliance with GAAP and those 
qualitative characteristics. Section 8.3 shows the summary of the major findings.
8.2. HYPOTHESIS TESTING
8.2.1. Analysis of the research hypotheses using the chi-square test and the Mann- 
Whitney U test
As mentioned earlier in Chapters 7 (Section 7.4), the descriptive statistics and the results of 
the Kolmogorov-Smirnov test indicated that the data collected in this study were not 
approximately normally distributed. These results led to the choice of non-parametric 
statistical tests in this study. This section discusses the results of the hypothesis testing 
related to the perceptions of the respondents about the research questions.
The chi-square test (C-S) is used to explore frequency data in order to test whether the 
observed pattern of responses differs significantly from what we might have expected by 
chance alone. In this study, the responses for each statement were analysed by using the C- 
S test in order to determine whether the degrees of either agreement or disagreement of the 
respondents, with each statement mentioned in the survey questionnaire, are significant. In 
addition to the C-S test, another non-parametric test was used for further investigating in 
the perceptions of the survey respondents.
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The M-W test is the non-parametric alternative to the independent group t-test. This test 
was used, in addition to the C-S test, for further investigating the extent of agreement or 
disagreement between the perceptions of each pair of the survey groups, namely external 
auditors (AD), financial directors (FD), and financial analysts (FA), about the survey 
questions. The main purpose of the M-W test is to see whether any of the 3 sub-groups 
dissents from the view of the others. Thus, the M-W test was used to investigate the 
differences in the perceptions of the following pairs of groups:
1) AD and FD;
2) AD and FA;
3) FD and FA.
a) Hypotheses related to the perceptions about the ultimate criterion used in 
evaluating alternative financial reporting approaches and the perceptions about 
the distinction between the terms TFV and PFGAAP
HI: It is perceived that the term PFGAAP implies that the financial statements have been 
prepared with "compliance with GAAP ” as the ultimate criterion in evaluating alternative 
financial reporting approaches.
H2: It is perceived that the term TFV implies that the financial statements have been 
prepared with the “professional accounting judgement” of the preparers and auditors as 
the ultimate criterion in evaluating alternative financial reporting approaches.
Statements Ql/1 and Ql/2 in Question 1 were designed to test hypotheses HI and H2 
about the respondents’ perceptions regarding the ultimate criteria used in evaluating 
alternative approaches in financial reporting. The two financial reporting approaches as 
referred to in this study are judgement-oriented approach and compliance-oriented 
approach, which the research hypothesise to be reflected in the application of the term 
TFV/TFO in the UK and the use of the term PFGAAP in the standard US auditor’s report, 
respectively. These statements (Ql/1 and Ql/2) were also developed in order to test 
whether the respondents would be aware of the distinction between the terms TFV and 
PFGAAP.
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T ab le  8.1: The frequency results o f the responses to statements in Question 1
Statements Q l/1  and Q l/2
Ql/1 The term “present fairly in conformity with GAAP” implies that the financial statements 
have been prepared with “compliance with GAAP” as the ultimate criterion in evaluating 
alternative approach in financial reporting.
4%CD 8%SD 7%D 12%N 25% A 27%SA 17%CA
Ql/2 The term “give a true and fair view” implies that the financial statements have been 
prepared with the “professional accounting judgement” o f the preparers (and auditors), as 
to whether a “true and fair view” has been given, as the ultimate criterion in evaluating 
alternative approaches in financial reporting.
2%CD 4%SD 3%D 7%N 16%A 35%SA 33%CA
T a b le  8.2: The results o f the C-S test on responses to statements Ql/1 and Ql/2
Chi-Square test for goodness of fit
PF implies compliance with GAAP 
Ql/1
TFV implies professional judgement 
Ql/2
chi-square 181.120*** 435.366***
df 6 6
Sig. 0.000 0.000
*** indicates that the chi-square value is significant at the 1% level.
The frequency results shown in Table 8.1 revealed that the majority the survey respondents 
either strongly or completely agreed with these statements (see also Tables 7.1 and 7.2 in 
Appendix V). These findings are supported by the results of the C-S test presented in Table
8.2 which indicated that the chi-square values of both statements Ql/1 and Ql/2 are 
significant (p < 0.01). In addition, Table 8.3 shows the results of the M-W test which 
indicate the differences in the degrees of agreement in each pair of survey groups about the 
above issue.
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Table 8.3: The results o f the M-W test on responses to statements Ql/1 and Ql/2
M ann-W hitney U Test
PF implies compliance with GAAP 
Ql/1
TFV implies professional judgement 
Q l/2
AD/FD AD/FA FD/FA AD/FD AD/FA FD/FA
Z value 
Sig. (2-tailed)
N/S N/S N/S -2.414**
0.016
-2.964***
0.003
N/S
N/S indicates that the differences are not significant at the 5% level using Mann-Whitney U test.
** indicates that the differences are significant at the 5% level using Mann-Whitney U test.
*** indicates that the differences are significant at the 1% level using Mann-Whitney U test.
The results of the M-W test indicate that:
• There are no significant differences in the degrees of the agreement in each pair of the 
survey groups about statement Ql/1;
• There are also no significant differences in the degrees of the agreement between FD 
and FA about statement Ql/2;
• However, there are significance differences in the degrees of the agreement in the pairs 
of AD and FD (p < 0.05) and AD and FA (p < 0.01) about statement Ql/2;
• The results indicate that the AD group seems to have different perceptions from the 
other survey groups (i.e. FD and FA) about statement Ql/2. The frequency results (see 
Tables 7.1 and 7.2 in Appendix V) showed that a significantly higher proportion of AD 
either strongly or completely agreed with the statement Ql/2 (that the TFV implies the 
use of PAJ) than the other two groups.
Summary
From the above results, it is apparent that the degree of agreement of the majority of the 
respondents with both statements Ql/1 and Ql/2 was statistically significant. Therefore, it 
is possible to accept both hypotheses HI and H2. Moreover, the results revealed that there 
was a higher degree of complete agreement with statement Ql/2 than Ql/1. These findings 
reflected the respondents’ positive attitudes towards PAJ as the ultimate criterion used in 
evaluating alternative approaches to providing information in financial reporting. From 
Table 7.2 (in Appendix V), AD showed the highest degree of complete agreement (39%) 
with statement Ql/2 comparing to the other two survey groups (FD, 27% and FA, 30%). 
With regard to these results, it can be argued that the majority of the respondents in the AD 
group are more inclined to consider that PAJ is the ultimate criterion in evaluating 
alternative financial reporting approaches than any other survey groups.
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b) Hypotheses related to the perceptions about the effect o f  the exercise o f  PAJ on 
the preparation and issuance o f financial statements
H3: It is perceived that the exercise of PAJ is an important qualitative criterion in financial 
reporting.
This section discusses the respondents’ perceptions about the effect of the exercise of PAJ 
on the preparation and issuance of financial statements. Table 8.4 presents the frequency 
results of the responses to statements Q4/1-Q4/6.
Table 8.4: The frequency results o f the responses to statements in Question 4 
Statements Q4/1-Q4/6
Q4/1 PAJ is an essential part o f financial reporting process.
1%CD 1%SD 1%D 3%N 13%A 29%SA 52%CA
Q4/2 Without the flexibility provided by PAJ, the complex system o f financial accounting 
standards would be unworkable.
2%CD 2%SD 6%D 8%N 20%A 30%SA 32%CA
Q4/3 If PAJ has been used as the ultimate criterion in choosing financial reporting methods, the 
financial statements will provide useful information for the users.
3%CD 7%SD 11%D 18%N 24%A 27%SA 10%CA
Q4/4 PAJ is unreliable if there is opportunism and bias on the part o f preparers and auditors. 
2%CD 10%SD 13%D 13%N 21%A 30%SA 11%CA
Q4/5 PAJ is unreliable if there is a lack o f knowledge on the part o f preparers and auditors.
1%CD 6%SD 7%D 11%N 20%A 35%SA 20%CA
Q4/6 PAJ is unreliable if there is time pressure on the part o f preparers and auditors.
1%CD 6%SD 8%D 13%N 16%A 35%SA 21%CA
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Table 8.5: The results o f the C-S test on responses to statements Q4/1 -  Q4/6
Chi-Square test for goodness of fit
PAJ:
* essential part of financial 
reporting (Q4/1)
chi-square
Sig.
877.826***
0.000
* flexibility (Q4/2) chi-square
Sig.
385.675***
0.000
* used in choosing financial 
reporting methods (Q4/3)
chi-square
Sig.
176.316***
0.000
PA J is unreliable due to the effect of:
* opportunism and bias (Q4/4) chi-square
Sig.
172.515***
0.000
* lack of knowledge (Q4/5) chi-square
Sig.
309.000***
0.000
* time pressure (Q4/6) chi-square
Sig.
282.347***
0.000
*** indicates that the chi-square value is significant at the 1% level.
Regarding the frequency results shown in Table 8.4, the majority of the respondents either 
strongly or completely agreed with all of the statements in Q4. These findings are 
supported by the results of the C-S test shown in Table 8.5 which revealed that the chi- 
square value of each statement in Q4 is significant. These results indicated that the 
respondents largely perceived that PAJ is the important criterion in the preparation and 
issuance of the financial reports. In addition to these findings, Table 8.6 below shows the 
results of the M-W test which compare the perceptions of each pair of the survey groups 
about the statements in Q4.
Table 8.6: The results o f the M-W test on responses to statements Q4/1 -  Q4/6
M ann-W hitney U Test
PAJ: AD/FD AD/FA FD/FA
* essential part of financial 
reporting (Q4/1)
Z value 
Sig. (2-tailed)
N/S -5.534***
0.000
-4.790***
0.000
* flexibility (Q4/2) Z value 
Sig. (2-tailed)
N/S -2.584**
0.010
N/S
* used in choosing financial 
reporting methods (Q4/3)
Z value 
Sig. (2-tailed)
-2.410**
0.016
-3.302***
0.001
N/S
PA J is unreliable due to:
* opportunism and bias (Q4/4) Z value 
Sig. (2-tailed)
-2.380**
0.017
-4.229***
0.000
-1.998**
0.046
* lack of knowledge (Q4/5) Z value 
Sig. (2-tailed)
N/S -3.504***
0.000
N/S
* time pressure (Q4/6) Z value 
Sig. (2-tailed)
-2.193**
0.028
-3.103***
0.002
N/S
N/S indicates that the differences are not significant at the 5% level using the Mann-Whitney U test. 
** indicates that the differences are significant at the 5% level using the Mann-Whitney U test.
*** indicates that the differences are significant at the 1% level using the Mann-Whitney U test.
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The results presented in Table 8.6 clarify the perceptions of each pair of survey groups. 
The M-W test results indicate that:
AD and FD
• There are 110 significant differences in the degrees of agreement between AD and FD 
about statements Q4/1, Q4/2, and Q4/5;
• However, the findings show significant differences (p < 0.05) in the degrees of 
agreement between AD and FD about statements Q4/3, Q4/4, and Q4/6;
AD and FA
• There are significant differences in the degrees of agreement between AD and FA 
about all of the statements in Q4;
FD and FA
• The results show that there are significant differences in the degrees of agreement 
between FD and FA about statement Q4/1 (p < 0.01) and statement Q4/4 (p < 0.05);
• However, the results show that there are no significant differences in the degree of 
agreement between FD and FA about the other statements in Q4.
From the M-W test results, it appears that the AD group had different degrees of agreement 
about statements Q4/3 and Q4/6 from the other survey groups. The frequency results as 
summarised in Table 7.5a (in Appendix V) showed that 17% of AD completely agreed 
with statement Q4/3 while only 5% of FD and 6% of FA do so. For statement Q4/6, 27% 
of AD completely agreed with this statement while 18% of FD and 15% of FA shared the 
same view (Table 7.5b, Appendix V). The FA group also showed different degrees of 
agreement about statement Q4/1 from the other two groups. The results also showed that 
only 36% of FA completely agreed with the statement Q4/1 while 61% of AD and 57% of 
FD completely agreed with this statement. In addition, there were significant differences in 
the degrees of agreement between AD and FA about the statements Q4/2 and Q4/5. For 
statement Q4/2, the results showed that 38% of AD completely agreed with this statement 
while 26% of FA did so (Table 7.5a, Appendix V). 26% of AD completely agreed with 
statement Q4/5, while 15% of FA shared the same view (Table 7.5b, Appendix V).
Summary
The results as discussed above indicated that the degree of the agreement of the majority of 
the respondents in ail 3 sub-groups with all of the statements in Q4 was statistically
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significant. The responses to the first three statements (Q4/1-Q4/3) indicated that the 
respondents perceived the exercise of PAJ to be an important criterion in financial 
reporting. Therefore, these findings supported the hypothesis H3. Despite those findings, 
the last three statements of Q4 (Q4/4-Q4/6) showed that the respondents were also aware 
of the risk of the opportunistic behaviours and bias on the part of preparers and auditors in 
financial reporting. They were also aware of other influential factors (i.e. lack of 
knowledge and time pressme) which would affect the reliability of accounting judgement. 
In addition, the results revealed that the AD group showed the highest degree of complete 
agreement with all of the statements in Q4. This may imply that the respondents in the AD 
group are more inclined, because of their professional experience, to believe that PAJ plays 
a significant role in financial reporting process.
c) The perceptions about the adequacy o f  published financial reporting
H4.1: It is perceived that if financial statements comply with TFV requirement,
compliance with GAAP is a sufficient condition for achieving required qualitative
characteristics.
H4.2: It is perceived that if financial statements comply with TFV requirement,
compliance with GAAP is a necessary, but not a sufficient, condition for achieving 
required qualitative characteristics.
H4.3: It is perceived that if financial statements comply with TFV requirement,
compliance with GAAP is neither a sufficient nor even a necessary condition for achieving 
required qualitative characteristics.
As mentioned earlier (Chapter 5, Section 5.3), these hypotheses were developed based on 
the question raised by Alexander and Archer (2001a): is compliance with GAAP (a) a 
sufficient condition; (b) a necessary, but not a sufficient, condition; or (c) neither a 
sufficient nor necessary condition for financial statements to provide information that 
possess relevant qualitative characteristics? Table 8.7 presents the frequency results of the 
responses to statements in Question 5.
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Table 8.7: The frequency results o f the responses to statements in Question 5
Statements Q5/1-Q5/3
Q5/1 If the financial statements comply with the requirement to “give a TFV” , then compliance 
with GAAP is a sufficient condition for possessing the required qualitative characteristics. 
7%CD 12%SD 15%D 15%N 23%A 20%SA 8%CA
Q5/2 If the financial statements comply with the requirement to “give a TFV” , then compliance
with GAAP is a necessary, bat not a sufficient, condition for possessing the required 
qualitative characteristics
4%CD 7%SD 11%D 16%N 22%A 25%SA 15%CA
Q5/3 If the financial statements comply with the requirement to “give a TFV”, then compliance
with GAAP is neither a sufficient nor a necessaiy condition for possessing the required 
qualitative characteristics.
21%CD 28%SD 15%D 12%N 11%A 9%SA 4%CA
Table 8.8: The results o f the C-S test on responses to statements Q5/1 -  Q5/3
Chi-Square test for goodness of fit
Compliance with GAAP is:
* a sufficient condition (Q5/1) [Agree] chi-square
Sig.
72.256***
0.000
* a necessary, but not sufficient condition (Q5/2) [Agree] chi-square
Sig.
118.247***
0.000
* neither a sufficient nor a necessaiy condition (Q5/3) [Disagree] chi-square
Sig.
129.127***
0.000
*** indicates that the chi-square value is significant at the 1% level.
Table 8.9: The results o f the M-W test on responses to statements Q5/1 -  Q5/3
M ann-W hitney U Test
Compliance with GAAP is 
* a sufficient condition
AD/FD AD/FA FD/FA
N/S N/S N/S
* a necessary, but not sufficient condition N/S N/S N/S
* neither a sufficient nor a necessary condition N/S N/S N/S
N/S indicates that the differences are not significant at the 5% level using the Mann-Whitney U test
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The frequency results presented in Table 8.7 showed that the majority of the respondents 
either agreed or strongly agreed with statements Q5/1 and Q5/2. On the other hand, the 
results showed that the majority of the respondents either strongly or completely disagreed 
with statement Q5/3. These findings are supported by the results of the C-S test presented 
in Table 8.8, which showed that the chi-square value in each statement in Q5 was 
significant. In addition, the results of the M-W test presented in Table 8.9 clarified the 
differences in the degrees of agreement between each pair of the survey groups. The results 
showed that there are no significant differences in the degrees of agreement with both 
statements Q5/1 and Q5/2 in each pair of the survey groups. Moreover, the results also 
showed that there are no significant differences in the degrees of disagreement with 
statement Q5/3 in each pair of the survey groups.
Summary
The results as discussed above indicated that the degree of agreement of the majority of the 
respondents with both statements Q5/1 and Q5/2 was statistically significant. From these 
results, it might appeal* possible to accept both the hypotheses H4.1 and H4.2. The 
frequency results presented in Table 7.10 (in Chapter 7) showed that 17% of AD and FD 
expressed their agreement with both statements Q5/1 and Q5/2 although the two statements 
are logically incompatible: this suggests a degree of carelessness or confusion on the part 
of this 17% of respondents. However, there might be the possibility that the confusion 
might due to the misleading footnote 8 given in the survey questionnaire (see Appendix I). 
As mentioned earlier, statements Q5/1 and Q5/2 are logically incompatible. Thus, if the 
respondents agreed with one of the statement, they should logically disagree with the other.
Nevertheless, the results showed that there was a higher degree of agreement with 
statement Q5/2 than with statement Q5/1. Therefore, these findings suggested that the 
majority of the respondents are more inclined to consider that compliance with GAAP is a 
necessary, but not a sufficient, condition for financial statements to provide information 
that possess the relevant qualitative characteristics (H4.2).
On the other hand, the frequency results showed that the majority of the respondents did 
not agree with statement Q5/3. These findings did not support the hypothesis H4.3. The 
findings from this research study suggested that the respondents did not interpret the TFO 
concept in the maimer as set out by Alexander and Archer (2001a) in which no reference to
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“exceptional circumstances” is made for compliance not being a necessary condition. 
Alexander and Archer based their discussions on a logical analysis of the UK ASB’s 
position versus the FASB’s and the SEC’s positions. These study results, on the other 
hand, are based on the survey respondents’ ideas and opinions towards the survey 
questions. Moreover, when faced with a situation where compliance would not lead to a 
TFV, respondents agreed with TFO [see Section 8.2.1(e)].
d) Hypothesis related to the perceptions about the effectiveness o f  the TFV  concept
H5: It is perceived that the effectiveness of the concept of TFV is dependent on the 
exercise of PAJ.
With regai'd to the judgement-oriented approach, the exercise of PAJ has been 
hypothesised to be reflected in the concept of TFV/TFO as applied in the UK. From the 
literature review, the principle of TFV implies that accounting regulation may be designed 
on the assumption that, in each unique situation, preparers (and also auditors) of financial 
statements should be able to exercise their PAJ in order to choose the appropriate course of 
action within the broad regulations laid down [Alexander and Archer (1997)]. With regard 
to the TFV concept, PAJ is needed in order to decide what is necessary in the 
circumstances to achieve the objectives of full disclosure of relevant information. Thus, the 
above hypothesis was developed in order to investigate the perceptions of the respondents 
on the effectiveness of TFV/TFO concept in relation to the exercise of PAJ. Table 8.10 
presents the frequency results of the responses to statements in Question 6.
The results presented in Table 8.10 showed that a majority of respondents either strongly 
or completely agreed with all of the statements in Question 6. These findings are supported 
by the C-S test results as shown in Table 8.11 which indicated that the chi-square value of 
each statement in Q6 was significant. In addition, the results of the M-W test shown in 
Table 8.12 clarified the differences in the degrees of the agreement between each pair of 
the survey groups.
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Table 8.10: The frequency results o f the responses to statements in Question 6
Statements Q6/1-Q6/4
Q6/1 Giving a TFV requires the exercise o f skilled judgement in the unique circumstances o f 
each individual case.
1%CD 3%SD 1%D 5%N 14%A 37%SA 39%CA
Q6/2 The effectiveness o f the concept o f TFV is dependent on the skill and expertise o f the 
financial statement preparers and auditors.
3%CD 8%SD 7%D 14%N 22% A 27%SA 19%CA
Q6/3 The effectiveness o f the concept o f TFV is dependent o f the soundness o f judgement o f the 
financial statement preparers and auditors.
2%CD 5%SD 7%D 12%N 21%A 30%SA 23%CA
Q6/4 The financial statements which comply with the requirement to give a TFV contain 
information that is o f sufficient quality in order to satisfy the requirements o f users o f 
financial statements.
3%CD 8%SD 11%D 18%N 21%A 23%SA 16%CA
Table 8.11: The results o f the C-S test on responses to statements Q6/1 -  Q6/4
Chi-Square test for goodness of fit
Giving TFV:
* skilled judgement (Q6/1) chi-square
Sig.
633.784**
0.000
* skill and expert (Q6/2) chi-square
Sig.
172.959***
0.000
* soundness judgement (Q6/3) chi-square
Sig.
252.388***
0.000
* sufficient quality (Q6/4) chi-square
Sig.
114.907***
0.000
*** indicates that the chi-square value is significant at the 1% level.
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T a b le  8.12: The results o f K-W test and M-W test on responses to statements Q6/1 -  Q6/4
M ann-W hitney U Test
Giving TFV:
* skilled judgement
AD/FD AD/FA FD/FA
Z value 
Sig.
-3.457***
0.001
-4,774***
0.000
N/S
* skill and expert Z value 
Sig.
N/S N/S N/S
* soundness judgement Z value 
Sig.
N/S N/S N/S
* sufficient quality Z value 
Sig.
N/S N/S N/S
N/S indicates that the differences are not significant at the 5% level using the Mann-Whitney U test. 
*** indicates that the differences are significant at the 1% level using the Mann-Whitney U test.
The results shown in Table 8.12 indicate that:
AD and FD
• There are significant differences in degrees of agreement between AD and FD about 
statement Q6/1;
• However, there are no significant differences in degrees of agreement between AD and 
FD about statements Q6/2, Q6/3, and Q6/4.
AD and FA
• There are significant differences in degrees of agreement between AD and FA about 
statement Q6/1;
• However, there are no significant differences in degrees of agreement between AD and 
FA about statement Q6/2, Q6/3, and Q6/4.
FD and FA
• The results show no significant differences in degrees of agreement between FD and 
FA about any of the above statements.
Summary
The results as discussed above indicated that the majority of the respondents perceived that 
the effectiveness of TFV concept is dependent on PAJ on the part of preparers and 
auditors. Therefore, these findings supported the hypothesis H5. Moreover, the M-W test 
results revealed that a significantly higher proportion of AD either strongly or completely 
agreed with the statement Q6/1 about skilled professional judgement in unique 
circumstances being required in order for the financial statements to give a TFV. The 
results presented in Table 7.6 (in Appendix V) showed that 49% of AD completely agreed 
with this statement, while 33% of FD and 30% of FA shared the same view. These results
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suggest that AD place more stress on PAJ. These findings might reflect their perceptions of 
the importance of PAJ in their role in signing off clients’ financial statements.
e) Hypothesis related to the perceptions about the necessity o f  the requirement to 
depart from  applicable rules and standards in order to give a TFV
H6: It is perceived that the requirement to depart from applicable rules and standards is 
necessary in order to give a TFV
This hypothesis was developed to test how the respondents perceived the necessity of the 
TFO concept in order to provide useful information for financial statement users. Table 
8.13 presents the frequency results of the responses to statement used in Question 7.
Table 8.13: The frequency results of the responses to statement in Question 71 
Statement Q7
Q7 How necessary is it for you personally that the requirement to depart from applicable 
accounting standards in exceptional circumstances should be adopted when preparing 
financial statements in order to provided useful information for financial statement users? 
3%EU 3%VU 6%U 5%NL 25%N 35%VN 21%EN
Table 8.14: The results o f the C-S test on responses to statement Q7
Chi-Square test for goodness of fit
The requirement to depart from accounting standards in exceptional 
circumstances should be adopted when preparing financial statements 
in order to provide useful information (Q7).
chi-square 358.698***
df 6
Sig. 0.000
*** indicates that the chi-square value is significant at the 1% level.
The results presented in Table 8.13 showed that the requirement to depart from applicable 
rules or standards was largely perceived to be either very or even extremely necessary in 
order to give a TFV. These findings are supported by the C-S test results presented in 
Table 8.14, which showed that the chi-square value is significant. In addition, the results of
l
EU -  Extremely unnecessary, VU — Very unnecessary, U = Unnecessary, NL = Neutral, N = Necessary, VN = Very necessary, EN = 
Extremely necessary.
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the M-W test showed in Table 8.15 below indicated that there are no significant 
differences in degrees of agreement among the respondents.
Table 8.15: The results o f the M-W test on responses to statement Q7
M ann-W hitney U Test
The requirement to depart from accounting standards in Sig. 
exceptional circumstances should be adopted when preparing 
financial statements in order to provide useful information 
(Q7)
AD/FD AD/FA FD/FA
N/S N/S N/S
N/S indicates that the differences are not significant at the 5% level using the Mann-Whitney U test.
Summary
The results as discussed above indicated that the requirement to depart from applicable 
rules or standards in exceptional circumstances was largely perceived to be very necessaiy, 
or even extremely necessary, in order to give a TFV. Thus, these findings supported the 
hypothesis H6. These findings support an argument made in Section 8.2.1 (c) that when 
faced with a situation where compliance with GAAP would not lead to a TFV, the 
respondents agreed with TFO. From the above discussion, the findings showed that the 
majority of the respondents are more inclined to have a preference for the TFO concept. 
These findings will be confirmed by the following hypothesis testing.
8.2.2. Analysis o f  the research hypothesis related to the perceptions about the 
preference for the different financial reporting approaches by using the chi- 
square test and Friedman test
H7: UK accounting practitioners and financial statement users have a preference for the 
ASB’s position (i.e. TFO).
Question 8 was developed to test hypothesis H7 about the respondents’ preferences for the 
ultimate criterion used for evaluating alternative approaches to provide information in 
financial reporting (i.e. a judgement-oriented approach and compliance-oriented approach). 
In the survey Question 8, four alternatives which have been used to exemplify those two 
ultimate criteria are the TFO concept, the TFV concept (without the override), PF 
USGAAP, and PF IASGAAP. With regard to statements Ql/1 and Ql/2, it is possible to 
infer that this survey question is based on the assumption that the respondents understand 
the underlying concepts of a judgement-oriented approach and a compliance-oriented
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approach, which can be reflected in the use of the terms TFV and PFGAAP. The 
respondents, however, do not have to know about the IAS GAAP or US GAAP 
specifically.
Regarding the results showed in Section 8.2.1 (a), the majority of the respondents 
perceived that the term TFV implies that financial statements have been prepared with the 
exercise of PAJ as the ultimate criterion in evaluating alternative financial reporting 
approaches (i.e. a judgement-oriented approach). In contrast, the respondents are largely 
perceived that the term PFGAAP implies strict compliance with GAAP as the ultimate 
criterion. These findings are also supported by positive relationship between PAJ and the 
TFO concept and by negative relationship between PAJ and PF USGAAP, that is going to 
be discussed in Section 8.2.3 (c). In addition, the information about the term PF IASGAAP 
has been given to the survey respondents in the questionnaire footnote 12 (see Appendix I).
Table 8.16: The frequency results o f the responses to Question 8
Most preference Second choice Third choice Least preference
TFO (Q8/1) 56% 25% 8% 11%
TFV (without the override) (Q8/2) 27% 25% 21% 27%
PF IASGAAP (Q8/3) 10% 32% 37% 21%
PF USGAAP (Q8/4) 8% 17% 35% 39%
Table 8.17: The results o f the C-S test on responses to Question 8
Chi-Square test for goodness of fit
Preference on:
TFO TFV
(without the override)
PF IASGAAP PF USGAAP
chi-square 283.966*** 84.142*** 132.205 ***
df 3 N/S 3 3
Sig. 0.000 0.000 0.000
*** indicates that the chi-square value is significant at the 1% level.
The results presented in Table 8.16 showed that the TFO was largely to be perceived as the 
most preferred approach (56%). In addition, the TFV (without the override) is perceived to 
be the second most (27%), PF IASGAAP is the third (10%), and PF USGAAP (8%) is the 
least preferred approach among the respondents. The C-S test results shown in Table 8.17 
indicated that the chi-square value in each approach is significant, except for the TFV 
approach. The results showed that the there were no significant differences in the degrees 
of the preferences of the respondents for the TFV (without the override) approach. These 
findings are supported by the frequency results presented in Table 8.16, in that the
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frequency results of the responses to the TFV (without the override) approach are quite 
similar.
Table 8.18: The results o f the M-W test on the preferences for different approaches in financial 
reporting
Mann-Whitney U Test
Preference on: AD/FD AD/FA FD/FA
* TFO Z value 
Sig. (2-tailed)
N/S -0.6482***
0.000
-4.797***
0.000
* TFV (without the override) Z value 
Sig. (2-tailed)
N/S -2.009**
0.044
N/S
* PF IASGAAP Z value 
Sig. (2-tailed)
N/S N/S N/S
* PF USGAAP Z value 
Sig. (2-tailed)
N/S -2.048**
0.041
N/S
The results of the M-W test presented in Table 8.18 showed that:
AD and FD
• There are no significant differences in the degree of the preferences for any approach 
between AD and FD;
AD and FA
• There are significant differences in the degree of the preferences for the TFO, TFV 
(without the override), and PF USGAAP approaches between AD and FA;
• However, the results showed no significant differences in the degree of the preferences 
for the PF IASGAAP approach between AD and FA;
FD and FA
• There are significant differences in the degree of the preferences for the TFO approach 
between FD and FA;
• However, there are no significant differences in the degree of the preferences for the 
TFV (without the override), PF IASGAAP and PF USGAAP between FD and FA;
• The results indicate that the FA group has a different degree of preferences for the TFO 
approach from any other survey groups.
The results showed that in the AD and FD groups the frequency results obviously showed 
that TFO is the most preferred approach and TFV (without the override) is the second most 
preferred approach. However, the frequency results revealed an unclear distinction 
between TFO and TFV (without override) as whether which one is the most preferred 
approach [see also Section 8.2.3 (c)].
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The Friedman test is used, in addition to the C-S test, in order to find a tendency for some 
financial reporting approaches to receive higher ranks than others. The Friedman test ranks 
the scores for each of the cases and then calculates the mean score for each sample. The 
results of the Friedman test is showed in the following table:
Table 8.19: The results o f the Friedman test on responses to Question 8
Friedm an test
AD FD FA Total
Mean rank Mean rank Mean rank Mean rank
Preference for TFO 3.47 3.36 2.76 3.25
Preference for TFV (without the override) 2.44 2.44 2.70 2.51
Preference for PF IASGAAP 2.24 2.32 2.40 2.31
Preference for PF USGAAP 1.84 1.88 2.14 1.93
Question 8 asked the respondents to rank these four alternative approaches in the order of 
their preferences. The rank is started by using number 4 as the most preferred approach, 
number 3 as the second, number 2 as the third, and number 1 as the least preferred 
approach. Thus, the highest mean rank score can be interpreted as the most preferred 
approach while the lowest mean rank score can be referred as the least preferred option.
The above results indicate that:
• In the AD group, the highest mean rank is 3.47 (preference for TFO), while the lowest 
mean rank score is 1.84 (preference for PF USGAAP);
• In the FD group, similar results to the AD group indicate that the option which shows 
the highest mean rank score is the preference for the TFO (3.36), while the preference 
for the PF USGAAP shows the lowest mean rank score of 1.88;
• In the FA group, the mean rank scores are not much different. The option that shows 
the highest mean rank score is the preference for the TFO (2.76), and the option that 
shows the lowest mean rank score is preference for PF USGAAP (2.14);
Summary
The frequency results and the results of the C-S test as discussed above indicated that TFO 
was the most preferred approach. Moreover, the Friedman test was used, in addition to the 
C-S test in order to test the hypothesis H7. The results above indicated that the most 
preferred option is TFO because its mean rank shows the highest score (3.25), even in each 
sub-group (3.47 in AD, 3.36 in FD, and 2.76 in FA). These findings supported the
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hypothesis H7 that the UK accounting practitioners preferred the ASB’s position (i.e. 
TFO). These findings are also consistent with the findings in Section 8.2.1 (e) that when 
faced with situation where compliance with GAAP does not lead to TFV, the respondents 
agree with TFO. These findings infer that the respondents are more inclined to have a 
preference for a judgement-oriented approach.
8.2.3. Analysis o f  the Research Hypotheses using the Kendall’ s Tau Test
The Kendall’s Tau (K-t) test provides an alternative to the parametric bivariate correlation 
(Pearson correlation) and non-parametric correlation (Spearman rank correlation) as a 
measure of relationships between two variables. The K-t test deals better with tied ranks 
(i.e. many respondents rate the same degree of agreement or disagreement in the same 
question). From the descriptive statistics shown in Chapter 7, there seems to be a large 
proportion of tied ranks in this study’s survey responses. Therefore, the K-t test is more 
appropriate than either Pearson’s r test or Spearman’s rho test. This section shows the 
results of the Kendall’s Tau test.
a) Hypothesis related to the perceived relationship between PAJ and the qualitative 
characteristics o f  accounting information
H8: It is perceived that there are positive relationships between PAJ and the qualitative 
characteristics of accounting information.
The requirement for information provided in financial statements to have certain 
qualitative characteristics has been embodied in the accounting standards and/or legal 
regulations of several countries. The above hypothesis concerns with the relationships 
between the exercise of PAJ and the relevant qualitative characteristics of accounting 
information. In survey Question 2, the respondents were asked to express their opinions on 
the relationships between the exercise of PAJ and the relevant qualitative characteristics of 
accoimting information provided in financial statements. Table 9.20 presents the results of 
the K-t test on the relationship between PAJ and the responses to statements in Q2 about 
the relevant qualitative characteristics referred in this research study.
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Table 8.20: The results o f the K-t test on the relationships between PAJ and the qualitative 
characteristics
Qualitative characteristics
PAJ is used in evaluating 
financial reporting methods
AD FD FA Total
* Reliable information CC.
Sig. (1-tailed)
0.186***
0.000
0.203***
0.001
0.280***
0.000
0.231***
0.000
* Relevant information CC.
Sig. (1-tailed)
0.240***
0.000
0.159***
0.006
0.170***
0.004
0.179***
0.000
* Comparability CC.
Sig. (1-tailed)
0.172***
0.001
N/S 0.139**
0.016
0.153***
0.000
* Credibility CC.
Sig. (1-tailed)
0.133***
0.008
0174*** 
0.004
0.407***
0.000
0.241***
0.000
* Freedom from material error CC.
Sig. (1-tailed)
0.094**
0.047
0.108**
0.048
0.269***
0.000
0.177***
0.000
* Freedom from undue bias CC.
Sig. (1-tailed)
0.175***
0.001
0.176***
0.003
0.333***
0.000
0.241***
0.000
* Not being misleading CC.
Sig. (1-tailed)
0.213***
0.000
0.165***
0.005
0.481***
0.000
0.298***
0.000
* Prudence CC.
Sig. (1-tailed)
0.168***
0.001
0.196***
0.001
0.153***
0.009
0.177***
0.000
N/S indicates that the correlation coefficient is not significant at the 5% level using the Kendall’s tau_ 
** indicates that the correlation coefficient is significant at the 5% level using the Kendall's tau_b test. 
*** indicates that the correlation coefficient is significant at the 1% level using the Kendall's tau_b test.
test.
The results indicate that:
All groups
• The results indicate that there are positive relationships between PAJ and all of the 
relevant qualitative characteristics;
AD group
• In the AD group PAJ are also positively related to all of the relevant qualitative 
characteristics;
FD group
• In the FD group, there are positive relationships between PAJ and all of the relevant 
qualitative characteristics, except only comparability which is not significantly related 
to PAJ;
FA group
• In the FA group, PAJ is also positively related to all of the relevant qualitative 
characteristics.
Summary
The above results indicate that the respondents perceive that PAJ is positively related to all 
of the relevant qualitative characteristics. From these findings, it can be infer that when
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financial statements have been prepared by using PAJ, the respondent believe that those 
statements provide information that possess all of the relevant qualitative characteristics 
referred in this study. Therefore, it is possible to accept the hypothesis H8 that it is 
perceived that there is positive relationship between PAJ and the relevant qualitative 
characteristics.
b) Hypotheses related to the perceptions about the relationship between a 
compliance-oriented approach and the qualitative characteristics o f  accounting 
information
The literature review indicated that: (a) a judgement-oriented approach can be reflected in 
the application of the TFO concept in the UK accounting practice; (b) a compliance- 
oriented approach can be exemplified by the use of the term PFGAAP in the standard US 
auditor’s report, which is based on the assumption that strict compliance with GAAP is a 
sufficient condition for achieving representational faithfulness. The findings in Section 
8.2.1 (a) indicated that the majority of the respondents perceived the distinction between 
these two ultimate criteria, as reflected be the contrast use of the terms TFV and PFGAAP. 
These findings were also supported by a positive coefficient correlation between PAJ and 
the preference for the TFO and a negative coefficient correlation between attitude towards 
PAJ and the preference for the PF USGAAP [see Section 8.2.3 (c)].
Although, IASB and the standard US auditor’s report use an identical phrase PFGAAP, the 
overriding requirement in IAS 1 is not in tune with the US approach to compliance with 
GAAP. In survey Question 3, compliance with three different GAAP [i.e. IAS GAAP, US 
GAAP, and UK GAAP (without the override)] was used to exemplify the ultimate criteria 
used in evaluating alternative approaches in financial reporting. Due to the overriding 
requirement in IASI, compliance with IAS GAAP has been used in this study (together 
with TFV/TFO) to reflect a judgement-oriented approach.
In contrast, compliance with US GAAP was used to exemplify a compliance-oriented 
approach. Finally, compliance with UK GAAP (but without TFO) was used to describe the 
point between these two polar cases. Once again, this section based on the assumption that 
the respondents have enough knowledge about the judgement-oriented approach and 
compliance-oriented approach and they are aware of the distinction between these two
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ultimate criteria. As discussed earlier, the assumption is supported by the findings 
discussed in Sections 8.2.1 (a), 8.2.2 and also Section 8.2.3 (c). The following hypotheses 
were developed in order to highlight the relationships between compliance-oriented 
approach and the relevant qualitative characteristics of accounting information.
H9.1: It is perceived that there are positive relationships between compliance with IAS 
GAAP and the relevant qualitative characteristics.
H9.2: It is perceived that there are positive relationships between compliance with US 
GAAP and the relevant qualitative characteristics.
H9.3: It is perceived that there are positive relationships between compliance with UK 
GAAP (without the override) and the relevant qualitative characteristics.
i) Compliance with IAS GAAP
Table 8.21 presents the K-t test results on the perceived relationships between compliance 
with IAS GAAP and relevant qualitative characteristics referred in this study.
T ab le  8.21: The results o f the K-t test on the relationships between compliance with IAS GAAP 
and the qualitative characteristics
Qualitative characteristics
PFGGAP implies compliance with 
IAS GAAP
AD FD FA Total
* Reliable information CC.
Sig. (1-tailed)
0.142***
0.008
0.153**
0.016
0.191***
0.003
0.168***
0.000
* Relevant information CC.
Sig. (1-tailed)
0.105**
0.037
0.164***
0.010
0.126**
0.034
0.127***
0.000
* Comparability CC.
Sig. (1-tailed)
N/S 0.166***
0.010
N/S 0.106***
0.002
* Credibility CC.
Sig. (1-tailed)
0.176***
0.001
0.264***
0.000
0.271***
0.000
0.233***
0.000
* Freedom from material error CC.
Sig. (1-tailed)
0.165***
0.003
0.188***
0.004
0.206***
0.001
0.193***
0.000
* Freedom from undue bias CC.
Sig. (1-tailed)
N/S N/S 0.201***
0.002
0.130***
0.000
* Not being misleading CC.
Sig. (1-tailed)
N/S 0.165***
0.010
0.223***
0.000
0.134***
0.000
* Prudence CC.
Sig. (1-tailed)
N/S N/S 0.250***
0.000
0.126***
0.000
N/S indicates that the correlation coefficient is not significant at the 5% level using the Kendall’s tau_b test. 
** indicates that the correlation coefficient is significant at the 5% level using the Kendall's taub test.
*** indicates that the correlation coefficient is significant at the 1% level using the Kendall's tau_b test.
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The results of K-t test presented in Table 8.21 indicate that:
All groups
• The results reveal that there are positive relationships between compliance with IAS 
GAAP and all of the relevant qualitative characteristics;
AD group
• In the AD group, the results indicate that compliance with IAS GAAP is positively 
related (p < 0.01) to the reliability, credibility, freedom from material error, and also 
relevance (p < 0.05);
• However, the results show no significant relationships (p > 0.10) between IAS GAAP 
and the other qualitative characteristics -  including comparability, freedom from undue 
bias, not being misleading, or prudence;
FD group
• In the FD group, the results show that IAS GAAP compliance is not significantly 
related to freedom from undue bias and prudence;
• However, the results indicate that compliance with IAS GAAP is positively related (p < 
0.05) to reliability;
• In addition, IAS GAAP compliance is also positively related (p < 0.01) to relevance, 
credibility, comparability, freedom from material error, and not being misleading;
FA group
• In the FA, group the results indicate that compliance with IAS GAAP is not 
significantly related to comparability;
• However, the results show that there are positive relationships (p < 0.01) between IAS 
GAAP and other qualitative characteristics -  including reliability, credibility, freedom 
from material error, freedom from undue bias, not being misleading, prudence, and also 
relevance (p < 0.05).
162
Chapter 8
I
Findings-II: Hypothesis Testing
ii) Compliance with US GAAP
Table 8.22 presents the K-t test results on the perceived relationships between strict 
compliance with US GAAP and relevant qualitative characteristics referred in this study.
T a b le  8.22: The results o f K-t test on the relationships between compliance with US GAAP and 
the qualitative characteristics
Qualitative characteristics
PFGGAP implies compliance with 
USGAAP
AD FD FA Total
* Reliable information CC.
Sig. (1-tailed)
0.128**
0.017
N/S 0.192***
0.005
0.145***
0.000
* Relevant information CC.
Sig. (1-tailed)
N/S N/S 0.157**
0.016
N/S
* Comparability CC.
Sig. (1-tailed)
N/S 0.139**
0.029
N/S 0.102***
0.004
* Credibility CC.
Sig. (1-tailed)
0.162***
0.004
0.130**
0.039
0.262***
0.000
0.182***
0.000
* Freedom from material error CC.
Sig. (1-tailed)
0.183***
0.001
N/S 0.264***
0.000
0.186***
0.000
* Freedom from undue bias CC.
Sig. (1-tailed)
N/S N/S 0.260***
0.000
0.150***
0.000
* Not being misleading CC.
Sig. (1-tailed)
N/S N/S 0.215***
0.001
0.102***
0.004
* Prudence CC.
Sig. (1-tailed)
N/S N/S 0.220***
0.001
N/S
N/S indicates that the correlation coefficient is not significant at the 5% level using the Kendall’s tau_b test. 
** indicates that the correlation coefficient is significant at the 5% level using the Kendall's tau_b test.
*** indicates that the correlation coefficient is significant at the 1% level using the Kendall's taub test.
The results indicate that:
All groups
• There are positive relationships (p < 0.01) between compliance with US GAAP and 
most of the qualitative characteristics -  including reliability, comparability, credibility, 
freedom from material error, freedom from undue bias, and not being misleading;
• However, the results reveal that there are no significant relationships between US 
GAAP and either relevance or prudence;
AD group
• In the AD group, the results show no significant relationships between compliance with 
US GAAP and most of the relevant qualitative characteristics -  including relevance, 
comparability, freedom from undue bias, not being misleading, or prudence;
• However, the results indicate that US GAAP compliance is positively related to
reliability (p < 0.05), credibility (p < 0.01) and freedom from material error (p < 0 .01);
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FD group
• The results from the FD group show no significant relationships between US GAAP 
and most of the relevant qualitative characteristics;
• However, the results show positive relationships (p < 0.05) between US GAAP and 
comparability and credibility;
FA group
• In the FA group, the results show no significant relationships between comparability 
and compliance with US GAAP;
• However, the results show that there are positive relationships (p < 0.01) between US 
GAAP compliance and most of the qualitative characteristics -  including reliability, 
credibility, freedom from material error, freedom from undue bias, not being 
misleading, prudence and also relevance (p < 0.05).
The results showed that in the FD group there are no significant relationships between 
compliance with US GAAP and most of the relevant qualitative characteristics, except 
comparability and credibility which positively related to US GAAP. These results are quite 
opposite to those foimd in the FA group where there is a positive relationship between 
compliance with US GAAP and all of the qualitative characteristics, except comparability. 
From the above findings, it is possible to suggest that the respondents in the FD group 
perceived that if their companies are not listed in the US Stock Exchanges, compliance 
with US GAAP (i.e. providing 20-F reconciliations as required by the SEC) is not relevant 
for them as preparers of UK financial statements.
iii) Compliance with UK GAAP
Table 8.23 below presents the K-t test results on the perceived relationship between 
financial statements which merely comply with UK GAAP (without the override) and 
relevant qualitative characteristics suggested in this study.
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Table 8.23: The results o f the K-t test on the relationships between strict compliance with UK 
GAAP (without the override) and the qualitative characteristics
Qualitative characteristics
PFGAAP implies compliance with 
UK GAAP (without TFO)
AD FD FA Total
* Reliable information CC.
Sig. (1-tailed)
0.188***
0.000
N/S N/S 0.108***
0.001
* Relevant information CC.
Sig. (1-tailed)
0.145***
0.004
0.141**
0.017
N/S 0.114*** 
0.001
* Comparability CC.
Sig. (1-tailed)
0.098**
0.039
0.193***
0.002
N/S 0.093***
0.005
* Credibility CC.
Sig. (1-tailed)
0.208***
0.000
0.205***
0.001
N/S 0.149***
0.000
* Freedom from material error CC.
Sig. (1-tailed)
0.195***
0.000
0.141**
0.017
N/S 0.141***
0.000
* Freedom from undue bias CC.
Sig. (1-tailed)
0.114**
0.021
N/S N/S 0.088**
0.007
* Not being misleading CC.
Sig. (1-tailed)
0.104**
0.031
N/S N/S 0.081**
0.011
* Prudence CC.
Sig. (1-tailed)
N/S N/S N/S N/S
N/S indicates that the correlation coefficient is not significant at the 5% level using the Kendall’s tau b test. 
** indicates that the correlation coefficient is significant at the 5% level using the Kendall's tau_b test.
*** indicates that the correlation coefficient is significant at the 1% level using the Kendall's tau_b test.
The results shown above indicate that:
All groups
• The results indicate that there are positive relationships between strict compliance with 
UK GAAP (without the override) and all of the qualitative characteristics, except 
prudence which is not significantly related to UK GAAP;
AD group
• The results from the AD group indicate that compliance with UK GAAP (without the 
override) is not significantly related to prudence;
• Nevertheless, there are positive relationships (p < 0.01) between UK GAAP (without 
the override) and other qualitative characteristics -  including reliability, relevance, 
credibility, freedom from material error;
• There are also positive relationships (p <0.05) between UK GAAP (without the 
override) and comparability, freedom from undue bias, and not being misleading;
FD group
• In the FD group, the results show that compliance with UK GAAP (without the 
override) is not significantly related to reliability, freedom from undue bias, not being
misleading, and prudence;
Chapter 8 Findings II: Hypothesis Testing
• However, the results show that compliance with UK GAAP (without the override) is 
positively related to relevance (p < 0.05), comparability (p < 0.01), credibility (p < 
0.01), and freedom from material error (p < 0.05);
FA group
• On the other hand, the results from the FA group show that there are no significant 
relationships between UK GAAP (without the override) and any of the relevant 
qualitative characteristics.
From the discussion above, it can be argued that the overall results show a positive 
relationship between compliance with UK GAAP (without the override) and all of the 
relevant qualitative characteristics referred in this study, except prudence. The results 
showed that in the FA group there are no significant relationships between compliance 
with UK GAAP (without the override) and all of the relevant qualitative characteristics. 
These findings suggest that without the override, UK GAAP are perceived by FA as less 
relevant to providing the qualitative characteristics referred to in this study than IAS 
GAAP, or even US GAAP.
Summary
In conclusion, the above results are relevant to the question of whether the distinction 
between the ultimate criteria used in evaluating alternative financial reporting approaches 
could have any influence on the perceptions of the respondents about the relevant 
qualitative characteristics referred in this study. In Question 3, compliance with IAS 
GAAP has been used to reflect the underlying concept of a judgement-oriented approach. 
In contrast, compliance with US GAAP reflected a compliance-oriented approach. In 
addition, compliance with UK GAAP but without the TFO has been used to describe the 
point between these two polar cases.
The findings revealed that there are positive relationships between compliance with IAS 
GAAP and all of the relevant qualitative characteristics. These results supported the 
hypothesis H9.1. Moreover, compliance with US GAAP is positively related to most of the 
relevant qualitative characteristics, except either relevance or prudence which is not 
significantly related to compliance with US GAAP. From the above results, it is also 
possible to accept the hypothesis H9.2. Finally, strict compliance with UK GAAP (without 
the override) is also positively related to most of the qualitative characteristics, except only
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prudence which is not significantly related to UK GAAP (without the override). These 
findings also supported the hypothesis 119.3.
The results showed that in the FD group there are no significant relationships between 
compliance with US GAAP and most of the relevant qualitative characteristics, except 
either comparability or credibility which is positively related to US GAAP. These results 
can reflect FD’s preferences for UK GAAP, and especially for PAJ, rather than strict 
compliance with US GAAP. This argument is supported by the positive relationships 
between PAJ and all of the relevant qualitative characteristics. The results also showed 
positive relationships between UK GAAP (without the override) and most of the 
qualitative characteristics, except prudence.
Other interesting findings were that in the FA group, there are no significant relationships 
between compliance with UK GAAP (without the override) and any of the relevant 
qualitative characteristics. From these results, FA seem to support idea of a judgement- 
oriented approach which is held by UK ASB. This approach is based on the argument that 
if accountants and auditors merely follow all the prescriptions that are contained in a book 
of rules (i.e. GAAP), then they are not acting as professionals [Stamp (1985)]. Thus, if 
financial statements have been prepared with strict compliance with UK GAAP and 
without possibility of TFO, FA consider those statements to have no significant 
relationships with any of the relevant qualitative characteristics referred in this study. 
These results also seem to support the position of the UK ASB, under the chairmanship of 
Sir David Tweedie [McBarnet and Whelan (1999)]. This implies that strict compliance 
with GAAP is neither a sufficient nor (in exceptional circumstances) a necessary condition 
for achieving representational faithfulness (i.e. TFV).
c) Hypotheses related to the perceptions about the relationships between PAJ and 
the financial reporting approaches
As discussed earlier, HI and H2 [see Section 8.2.1 (a)] highlighted the distinction between 
the two financial reporting approaches as referred to in this study, i.e. judgement-oriented 
approach and compliance-oriented approach (Question 1 and 2). As in Question 8, four 
alternatives (i.e. TFO, TFV (without the override), PF IASGAAP, and PF USGAAP) have 
been used to exemplify these two approaches. H7 [see Section 8.2.2] proved that a
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judgement-oriented approach as reflected by the application of TFO in financial reporting 
is the most preferred approach. The following hypotheses were intended to point out the 
relationship between the attitude towards the exercise of PAJ and the preferences for the 
four alternatives.
HI0.1: It is perceived that there is a relationship between attitudes towards PAJ, as 
opposed to strict compliance with GAAP, and the preferences for the TFO approach.
HI0.2: It is perceived that there is a relationship between attitudes towards PAJ, as 
opposed to strict compliance with GAAP, and the preferences for the TFV (without the 
override) approach.
HI0.3: It is perceived that there is a relationship between attitudes towards PAJ, as 
opposed to strict compliance with GAAP, and the preferences for the PF IASGAAP 
approach.
HI0.4: It is perceived that there is a relationship between attitudes towards PAJ, as 
opposed to strict compliance with GAAP, and the preferences for the PF USGAAP 
approach.
Table 8.24: The results o f the K-t test on the relationships between attitudes towards PAJ and the 
preferences for the four financial reporting approaches________________________
PAJ
Financial reporting approaches AD FD FA Total
* TFO CC.
Sig. (I-tailed)
N/S 0.273***
0.000
0.234***
0.001
0.165***
0.000
* TFV (without the override) CC.
Sig. (1-tailed)
N/S N/S N/S N/S
* PF IASGAAP CC.
Sig. (1-tailed)
N/S -0.156**
0.011
N/S N/S
* PF USGAAP CC.
Sig. (1-tailed)
N/S -0.146**
0.017
-0.307***
0.000
-0.174***
0.000
N/S indicates that the correlation coefficient is not significant at the 5% level using the Kendall’s tau b test. 
** indicates that the correlation coefficient is significant at the 5% level using the Kendall's tau_b test.
*** indicates that the correlation coefficient is significant at the 1% level using the Kendall's tau_b test.
Table 8.24 presents the results of the K-t test about the relationships between attitudes 
towards PAJ and the preferences for the TFO, TFV (without the override), PF IASGAAP, 
or PF USGAAP approaches:
All groups
• The results indicate that there is a positive relationship between attitudes towards PAJ 
and the preferences for the TFO approach;
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• In contrast, there is a negative relationship between attitudes towards PAJ and the 
preferences for the PF USGAAP approach;
• The results, however, reveal that there are no significant relationships between attitudes 
towards PAJ and the preferences for the TFV (without the override) and PF IAS GAAP 
approaches;
AD group
• In the AD group, the results show no significant relationships (p > 0.10) between 
attitudes towards PAJ and any of the mentioned approaches;
FD group
• In the FD group, there is a positive relationship between attitudes towards PAJ and the 
preferences for the TFO approach;
• In contrast, PAJ is negatively related to either the PF USGAAP or PF IASGAAP 
approaches;
• However, there is no significant relationship between attitudes towards PAJ and the 
preferences for the TFV (without the override) approach;
FA group
• In the FA groups, the results show that PAJ is positively related to the TFO approach;
• On the hand, there is a negative relationship between attitudes towards PAJ and the 
preferences for the PF USGAAP approach;
• However, the results reveal that PAJ is not significantly related to either the TFV 
(without the override) approach or the PF IASGAAP approach.
Summary
From the above discussion, it is possible to infer that PAJ is related to both the TFO and 
the PF USGAAP approaches. These findings supported both hypotheses H10.1 and H10.4. 
However, the relationship between PAJ and TFO is positive, while the relationship with PF 
USGAAP is negative. These results were as expected, because the term TFV/TFO, as 
applied in the UK, implies the exercise of PAJ as the ultimate criterion in evaluating 
alternative approaches to providing information in financial reporting [Section 8.2.1(a)].
On the other hand, the term PFGAAP as applied in the standard US auditors’ reports 
implies that compliance with GAAP is the ultimate criterion in evaluating alternative 
financial reporting approaches [Section 8.2.1 (a)]. In the other words, PFGAAP may imply 
that strict compliance is considered in the USA to be a sufficient condition for achieving
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representational faithfulness [Alexander and Archer (2001a)]. However, it was not possible 
to accept both hypotheses HI0.2 and HI0.3 because of the results that there were no 
significant relationships between PAJ and either TFV (without the override) or PF 
IASGAAP.
In this section, the results showed that in the AD group, there were no significant 
relationships between PAJ and any of die alternative financial reporting approaches. 
However, the results presented in Section 8.2.1 (b) suggested that a significantly higher 
proportion of AD than of the other groups perceived PAJ as an important criterion in the 
financial reporting process. They also perceived the TFO as the most preferred approach 
[Section 8.2.2]. With regard to the findings in Section 8.2.1 (a), these findings highlighted 
the respondents’ awareness of the distinction between a judgement-oriented approach and 
compliance-oriented approach as reflected in the contrast use of the term TFV (together 
with TFO) and PFGAAP in the standard US auditor’s report.
8.3. SU M M A R Y
This chapter discussed further the significance testing results of the research hypotheses. In 
this research study, the chi-square test (C-S) was used to test the perceptions of the 
respondents, which include external auditors (AD), financial directors (FD), and financial 
analysts (FA), about the survey questions. The Mann-Whitney U test (M-W test) was used, 
in addition to the C-S test, for further investigating in the perceptions of each pair of the 
survey sub-groups in order to see whether the view of any group dissents from the view of 
the others. Summaries of the findings from both C-S test and M-W test are as follows:
• The respondents largely perceived that the term PFGAAP implies compliance with 
GAAP as the ultimate criterion in evaluating financial reporting approaches. These 
findings support the hypothesis HI;
• It is also possible to accept the hypothesis H2 because the majority of the respondents 
perceived that the term TFV implies the exercise of PAJ as the ultimate criterion in 
evaluating financial reporting approaches;
• From the findings, a significantly high proportion of the respondents, especially in the 
AD group, are more inclined to consider PAJ as the ultimate criterion in evaluating 
alternative financial reporting approach;
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• The results supported the hypothesis H3, in that the respondents largely perceived the 
exercise of PAJ as an important qualitative criterion in financial reporting;
• The findings supported hypothesis H4.2, as the respondents were more inclined to 
consider a compliance with GAAP, in normal circumstances, as a necessary, but not a 
sufficient, condition for financial statements to provide information that possess the 
relevant qualitative characteristics;
• In contrast, the findings did not support the hypothesis H4.3 because (in the absence of 
“in exceptional circumstances” being attached to compliance not being a necessary 
condition) the majority of the respondents did not agree with the statement that 
compliance with GAAP is neither a sufficient nor even a necessary condition for 
financial statements to provide information that possesses the relevant qualitative 
characteristics;
• However, the results showed that when faced with a hypothetical situation where 
compliance did not lead to a TFV, the respondents agreed with TFO. The findings 
supported the hypothesis H6 that the majority of the respondents perceived the 
necessity of the departure from applicable rules or standards, in exceptional 
circumstances, in order to give a TFV, but not in normal circumstances;
• The findings also support the hypothesis H5 that the effectiveness of TFV is perceived 
to be dependent on the exercise of PAJ;
• The results showed that the TFO is the most preferred approach among the 
respondents. These findings support the hypothesis H7 that UK accounting 
practitioners have preferences for the ASB’s position (i.e. TFO); •
The Friedman test was used, in addition to the C-S test and M-W test, to find out the rank 
of the respondents’ preferences for the different financial reporting approaches. The 
Friedman test results supported the findings from the former tests and also supported the 
hypothesis H7. The results showed that the TFO is the most preferred approach according 
to the respondents, while the PF USGAAP is the least preferable approach. The results also 
indicate that TFV is the second most preferred approach and PF IASGAAP is in the third 
place.
Moreover, the Kendall’s tau (K-t) coefficient technique was used to test whether the 
perceived qualitative characteristics suggested in this study have any relationship with 
either a judgement-oriented approach or compliance-oriented approach. In addition, the K-t
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test is also used to investigate the relationship between the exercise of PAJ and the
preferences for the different financial reporting approaches.
A summary of the K-t test results is as follows:
• PAJ is positively related to the relevant qualitative characteristics of accounting 
information, apart from comparability in the case of FD which is not significantly 
related to the PAJ. Therefore, these findings support the hypothesis H8;
• The results supported the hypothesis H9.1 that compliance with IAS GAAP is 
perceived to be positively related to the relevant qualitative characteristics. In addition, 
the findings also supported the hypothesis H9.2 that there are positive relationships 
between compliance with US GAAP and most of the relevant qualitative 
characteristics, except relevance and prudence. Finally, the results supported the 
hypothesis H9.3 that compliance with UK GAAP (without the override) is perceived to 
be positively related to most of the relevant qualitative characteristics, except prudence;
• The findings showed that in the FD group, there are 110 significant relationships 
between compliance with US GAAP and most of the relevant qualitative 
characteristics. However, a reason for this was suggested above [see Section 8.2.3 
b(ii)]. Another interesting findings are that in the FA group compliance with UK 
GAAP (without the override) has no significant relationship with any of the relevant 
qualitative characteristics referred in this study;
• The findings indicates that without the override, UK GAAP are perceived by FA as 
less relevant to the qualitative characteristics as referred in this study than IAS GAAP, 
or even USGAAP;
• It is possible to accept the hypotheses HI0.1 and H10.4, in that PAJ is related with 
both TFO and PF USGAAP approaches, respectively. However, the relationship 
between PAJ and TFO is positive while the relationship with PF USGAAP is negative;
• On the other hand, the results showed no significant relationships between PAJ and 
either TFV (without the override) or PF IASGAAP approach. These results do not 
support the hypotheses H10.2 and HI0.3, respectively;
• The results showed that in the AD group PAJ is not significantly related to the any of 
the financial reporting approaches;
• In both FD and FA group, PAJ is positively related to the TFO approach. However, 
there is no significant relationship between PAJ and the TFV (without the override)
172
Chapter 8 Findings II: Hypothesis Testing
approach in either group. There is also no significant relationship between PAJ and the 
PF IASGAAP in the FD group;
• There is a negative relationship between PAJ and the PF USGAAP in both FD and FA 
group;
• There is also a negative relationship between PAJ and the PF IASGAAP in FD;
Having presented the findings of the research study in this and the previous chapter, what 
follows in the following chapter is a discussion of these finding results, as well as the 
conclusions and implications of the study and also the areas in which future research 
appeal's to be desirable.
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CHAPTER 9 
DISCUSSION AND CONCLUSIONS
9.1. IN TRODU CTION
The fundamental purpose of this research has been to investigate the perceptions of a 
representative sample of the UK financial community about the ultimate criterion used in 
evaluating alternative approaches in financial reporting. The term “ultimate criterion” in 
this study is used to refer to the preference expressed by the respondents for either a 
“judgement-oriented approach” or “compliance-oriented approach” to dealing with 
financial reporting issues, i.e. the ultimate criterion may be either the exercise of 
“professional accoimting judgement” (PAJ) or strict compliance with GAAP. Different 
groups may have a different ultimate criterion in evaluating their preferences for 
alternative financial reporting approaches.
For example, in the US the SEC and the FASB favour a compliance-oriented approach. 
This has been attributed to the litigious nature of the US financial reporting environment, 
in which the phrase “I followed the rules” is likely to be a more effective defence in 
litigation than the phrase “I used my best professional judgement” [Alexander and Archer 
(2001a)]. Zeff (1995) quoted the SEC and the FASB to the effect that in practice the US 
interpretation of “fair presentation” is a matter of compliance with accounting rules 
without an explicit meta-rule (or spirit of the rules) to provide guidance in interpreting 
standards [Alexander and Archer (2001a)].
In the US system of accounting regulation, accoimting standards are quite voluminous and 
detailed. Such a system leaves little scope for the exercise of discretion in the form of PAJ 
by financial reporting preparers in dealing with inevitable problems of incompleteness of 
accoimting standards. Thus, the preparers are expected to comply with the rules “warts and 
all”, and face sanctions from the regulator if they fail to do so [Alexander and Archer 
(2001a)]. Hence, the term PFGAAP as employed in the standard US auditor’s report was 
used in this study as an example of a compliance-oriented approach in financial reporting.
By contrast, the position of the UK Accounting Standards Board (ASB) under the 
chairmanship of Sir David Tweedie has been a robust defence of the principle of the
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“override”, which implies that the spirit of the rules overrides the letter of the rules 
[McBarnet and Whelan (1999, p. 29)]. The UK accounting regulation system places less 
reliance on detailed accounting standards and leaves more space for the exercise of 
discretion (i.e. PAJ) in compliance by preparers, when compared to the US accoimting 
regulation system. In such a system the “true and fair override” (TFO) in the form of a 
“preparer override” is a key element of this discretion [Alexander and Archer (2001a)]. 
With regal'd to TFO, if compliance with an applicable accounting rule or standard would 
fail to achieve the required qualitative characteristics, then such compliance cannot be a 
necessary condition of doing so. The TFO requirement is intended to prevent accounting 
practitioners from hiding behind accoimting standards (i.e. creative compliance), and there 
is evidence that it has had some positive effects on this regard [McBarnet and Whelan 
(1999)].
From an international perspective, there is an ongoing debate over the issue regarding the 
exercise of PAJ in deciding whether it is appropriate to depart from an accounting standard 
in order to achieve fair presentation. Prior to 1997, the IASB was very much of the view 
that compliance with GAAP must mean compliance with all IAS [Cairns (1999, p. 137)]. In 
April 1997, the I ASB’s position regarding the overriding concept changed [IASC Update, 
April (1997, p.2)]. The revised version of IAS 1, paragraph 13, allows an override ‘in the 
extremely rare circumstances when management concludes that compliance with 
requirement in a standard would be misleading, and therefore that departure from a 
requirement is necessary to achieve a fair presentation’ [IASC (1997)]. Thus, although the 
IASB and the standard US auditor’s report use an identical phrase “fair presentation”, the 
overriding requirement in IAS 1 is not in tune with the US accounting practice under the 
SEC and the FASB’s GAAP. Hence, from the above discussion, the application of the 
overriding concept has been used in this study as an example of a judgement-oriented 
approach in financial reporting.
Whether the overriding concept may be seen as an acceptable means of mitigating the 
effects of uncertainty and bounded rationality in standard-setting (i.e. the inevitability of 
loopholes) depends on one’s view regarding the pervasiveness of preparers’ opportunism 
(e.g. creative accounting) and the feasibility of restraining it [Alexander and Archer 
(2001a)]. In the UK the Financial Reporting Review Panel (FRRP) has been created to 
investigate company financial reports in order to prevent creative accounting. The Panel
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has the power to take the directors to court if it believes that the company financial reports 
do not comply with accounting standards or with the company law. The introduction of the 
FRRP has caused people to be wary of invoking the TFO [McBarnet and Whelan (1999)].
In practice, there is a need for exercising PAJ in order to decide whether financial 
statements give a TFV. Under the UK GAAP, the exercise of PAJ leading to the overriding 
of particular accoimting standards is allowed if compliance with those standards does not 
lead to a TFV. However, the requirement to apply the TFO is restricted to exceptional 
circumstances. Hence, the application of the TFV concept, without TFO, has been used in 
this study to describe the mid-point between the two polar cases of a judgement-oriented 
approach (e.g. the use of the TFO in the UK), and the compliance-oriented approach, (as 
implied by the use of the term PFGAAP in the standard US auditor’s report). The function 
of the override in IAS GAAP is less clear than in UK GAAP. The I ASB’s position on the 
override now restricts its use to cases that are “unique” [IASB Update, January 2002].
From the literature review it can be seen that the ultimate criterion in the US is the 
compliance-oriented approach, i.e. strict compliance with GAAP. In this study, the 
researcher aimed to find out whether the same is true in the UK, or. whether the UK ASB’s 
insistence on TFV, with the possibility of TFO (i.e. non-compliance with GAAP) in 
exceptional circumstances is accepted by the financial community as the ultimate criterion 
in financial reporting. In doing so, a representative sample of the UK financial community 
were asked whether they perceived links between TFO and the exercise of PAJ. In 
addition, they were also asked to express their opinions about the links between the 
concept of representational faithfulness, such as TFV (with or without TFO) or “fair 
presentation”, and a wider set of qualitative characteristics of information.
For the purpose of this study, the researcher focused on professional practitioners and 
professional users of financial statements. The research instrument was a postal 
questionnaire which was sent to financial directors of the FT 500 listed companies, 500 
auditors in the Big 5 audit firms, and 1,000 financial analysts. The overall response rate 
was 27.15% [see Section 7.2, Chapter 7, for a summary of the survey sample]. The main 
reason for choosing these sub-populations was because they were likely to represent the 
more professionally sophisticated members of the UK financial community. It is most 
probable that the auditors in the Big 5 would be familial- with US GAAP and IAS GAAP.
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It is also likely that at least some of the financial directors of the FT 500 listed companies 
and financial analysts would be familial' with US GAAP through making SEC filings using 
Form 20-F reconciliation.
This chapter discusses the findings, and presents the conclusions and implications which 
have been drawn from this study. Also discussed here are the limitations and suggestions 
for further research directions. The structure of this chapter is as follows. Section 9.2 
discusses the main findings of the study which were intended to answer the research 
questions. Section 9.3 focuses on the overall conclusions and implications of the survey 
findings. Section 9.4 discusses the limitations of the study. Finally, Section 9.5 suggests 
further research directions.
9.2. DISCUSSION OF THE FINDINGS
Chapters 7 and 8 presented detailed of the survey findings in the form of descriptive 
statistics and statistical results of the hypothesis testing. This section discusses the main 
findings of the study.
9.2.1. Awareness regarding the distinction between the two ultimate criteria used in 
evaluating alternative approaches in financial reporting
Statements Ql/1 and Ql/2 included in survey Question 1 were used to identify whether the 
respondents understood the difference between a judgement-oriented approach and a 
compliance-oriented approach. In doing so, the underlying principle of these two ultimate 
criteria can be exemplified by the application of the terms TFV (together with TFO) as 
used in the UK and PFGAAP as used in the USA. In this study, it is crucial to determine 
whether the respondents understand the underlying concepts involved in those terms. It is 
also important to establish that the respondents are aware of the distinction between these 
two terms, because the rest of the questions in the survey questionnaire used these two 
terms as examples of a judgement-oriented approach and a compliance-oriented approach, 
respectively.
The findings in respect to the hypotheses HI and H2 indicated that the survey respondents 
were aware of the distinction between the two ultimate criteria as reflected in the contrast
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use of the terms TFV together with TFO and PFGAAP [see Section 8.2.1 (a), Chapter 9]. 
These findings highlighted the contrast between the polar cases of the judgement-oriented 
approach and the compliance-oriented approach. These results support the findings of Low 
and Koh (1997), as suggested at the outset of this thesis (Chapter 2), that the perceptions of 
the respondents about the TFV were clearly distinguished from those about compliance 
with GAAP. Therefore, it is possible to infer that the respondents had enough knowledge 
and understanding about the different underlying principles of a judgement-oriented 
approach and a compliance-oriented approach, which can be exemplified by the use of the 
term TFV (together with TFO) and PFGAAP, respectively.
The results indicated that the majority of the respondents are more inclined to consider that 
PAJ is the ultimate criterion in evaluating alternative approaches to providing information 
in financial reporting. The above discussion is supported by the findings in respect of the 
hypotheses H3. The results revealed that the respondents were aware of the risks of 
opportunism and bias on the part of preparers and auditors, which would affect the 
reliability of accounting judgement in financial reporting. Despite their awareness of the 
above risks, the findings indicated that the respondents still believed in PAJ to be an 
important qualitative criterion in the financial reporting process and, indeed, the ultimate 
criterion in evaluating alternative approach to provide information in financial reporting 
[see Section 8.2.1 (b)].
In the UK, a TFV has implied not only compliance with a set of accounting rules but also 
respect for an overriding principle or meta-rule (i.e. TFO). The TFO has been seen, not 
least by Sir David Tweedie, as a useful defence against accoimting treatments, which 
comply with the letter of specific rules, but not their spirit (called by McBarnet and 
Whelan (1999) “creative compliance”)1. The override may be thought of as a meta-rule, 
which states that it may in exceptional cases be necessary for a preparer of financial 
statements, in order to achieve representational faithfulness, to depart from some generally 
accepted lower-order rules of financial reporting [Alexander and Archer (2001a)].
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9.2.2. The perceptions about the links between the TFO and the exercise o f  PAJ
As discussed in the previous section (Section 9.2.1), the term TFV, together with TFO, 
implies the exercise of PAJ as the ultimate criterion in evaluating alternative financial 
approach. These survey results were supported by the findings in respect of the hypothesis 
H5 which showed a consensus among the respondents that the effectiveness of TFV is 
determined by the skill, expertise, and the soimd judgement of the preparers and external 
auditors. These results were also supported by the findings in respect of the hypothesis 
HI0.1 which showed a positive correlation coefficient between the exerise of PAJ and the 
attitude toward the TFO approach [see Section 8.2.3 (c)]. The results also revealed that 
financial statements which comply with the requirement to give a TFV were perceived to 
contain information that is of sufficient quality to satisfy the requirements of the users. 
Thus, the application of the TFV concept in financial reporting requires on the part of 
preparers and auditors a capacity to exercise judgement regarding the meaning and 
significance of the factors which affect the relevance of information, the criteria for 
accounting valuations and expectations of users.
With regal’d to the TFO concept, the exercise of PAJ can be used to decide whether it is 
necessary to depart from particular accounting standards in order to give a TFV. From the 
survey results, the majority of the respondents expressed strong support for the concept and 
practice of TFO and the exercise of PAJ. In addition, the results showed a positive 
relationship between PAJ and preferences for the TFO concept. These findings highlighted 
the perceptions of the respondents about the underlying concept of a judgement-oriented 
approach as reflected in the use of the TFO concept.
Hence, these findings support the idea of a judgement-oriented approach, which is based 
on the contention that if accountants merely follow all the prescriptions that are contained 
in a book of rules, then they are not acting as professionals but hiding behind their books of 
rules [Stamp (1980)]. Generally, accoimting rules and standards only act as guidelines, 
which would establish certain minimum requirements, especially regarding disclosures. In 
practice, there is a need for exercising judgement in nearly every stage of financial 
reporting. In fact, accoimting and financial reporting require recognition, measurement, 
and valuation of economic phenomena which are subjective and involve assumptions about
1 See Section 2.4 in Chapter 2 for a discussion about the TFO concept.
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the future. Thus, it is essential that a high degree of judgement (i.e. PAJ) is applied when 
preparing and auditing financial reports.
However, accoimting judgement may be very poor in quality or unprofessional, as it may 
reflect the personal preferences or selfish interests of preparers (and/or auditors). 
Sometimes, accounting judgement may ignore legal requirements or currently accepted 
practices, or may even be aimed at misleading the financial statement users. The flexibility 
of accounting regulation, which might allow opportunistic behaviour and bias on the part 
of preparers and auditors, was considered to be one of the main reasons that might cause 
PAJ to be unreliable. Thus, respondents believed that the exercise of PAJ in the form of 
overrding an accounting standard should be restricted to exceptional circumstances. These 
findings reflect the awareness of the respondents about the “agency theory” problem 
[Watts and Zimmerman (1978)] in financial reporting.
In contrast to the above findings, the finding regarding the hypothesis HI0.4 showed a 
negative coefficient correlation between PAJ and the attitude towards the PF USGAAP 
approach, which suggested that the term PF USGAAP was largely perceived to imply strict 
compliance with GAAP. Thus, these results support the findings in respect of the 
hypothesis HI as discussed earlier. Thus, it is possible to infer that these results determine 
the respondents’ perceptions about the underlying principle of the term PF USGAAP as 
used in the standard US auditor’s report, in which represent a polar case of compliance- 
oriented approach.
As discussed at the beginning of this section, in the UK a TFV has implied not only 
compliance with a set of accounting rules but also respect for the TFO principle. Three 
mutually exclusive hypotheses (H4.1-H4.3) have been developed based on the following 
question: is compliance with GAAP (a) a sufficient condition; (b) a necessary, but not 
sufficient, condition; or (c) neither a sufficient nor even a necessary condition for financial 
statements to provide information that possess the relevant qualitative characteristics? 
[adapted from Alexander and Archer (2001a)].
The results showed that 17% of AD and FD expressed agreement with both statements 
Q5/1 (compliance with GAAP is a sufficient condition) and Q5/2 (compliance with GAAP 
is a necessary, but not a sufficient, condition). Since the statements are incompatible, this
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suggests a degree of carelessness or confusion on the part of this subset of respondents. 
There is a possibility that the confusion might due to a misleading footnote 110.8 given in 
the survey questionnaire [see Appendix I, p.212]. However, there was a more significant 
degree of agreement with statement Q5.2 than with Q5/1. Thus, it is possible to infer that 
with regal'd to the TFV requirement, a majority of the respondents agree that compliance 
with GAAP is a necessary, but not a sufficient, condition for financial statement to provide 
information that possess the relevant qualitative characteristics.
Moreover, the results showed that the majority of the respondents did not agree with 
statement Q5/3 according to which compliance with GAAP is neither a sufficient nor a 
necessary condition. These findings suggested that the respondents do not interpret the 
TFO concept in the logical manner set out by Alexander and Archer (2001a). However, it 
is probably significant that statement Q5/3 followed Alexander and Archer in not attaching 
the words “in exceptional circumstances” to compliance with GAAP being “not a 
necessary condition”. In fact, the overriding approach (i.e. TFO) was perceived to be very 
necessary, or even extremely necessary, in exceptional circumstances for the financial 
reporting process to lead to a TFV. Hence, these findings are compatible with the position 
that the TFO is supposed to be used only in exceptional circumstances, while compliance 
with GAAP is a necessary condition in normal circumstances.
9.2.3. The perceptions about the links between the two ultimate criteria and a wider 
set o f  qualitative characteristics o f  financial accounting information
This section discusses the findings regarding the research hypotheses which are related to 
the questions about the extent to which members of the UK financial community perceive 
links between a judgement-oriented approach and a compliance-oriented approach, and a 
wider set of qualitative characteristics of financial accounting information. From the 
findings, it is possible to infer that financial statements which have been prepared with 
possibility of the exercise of PAJ in overriding an accounting standard are perceived by 
respondents to provide information that possesses all of the relevant qualitative 
characteristics as referred in this study.
This discussion was supported by the findings in respect of hypotheses H8 and H9.1, in 
that there were positive relationships between the relevant qualitative characteristics and
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either the exercise of PAJ or compliance with IAS GAAP, respectively [see Section 8.2.3, 
Chapter 8]. This is possibly because of the overriding requirement in the revised IAS 1, 
which stated that ‘compliance with a Standard would be misleading, and ...therefore 
departure from a requirement is necessary to achieve a fair presentation’ [IASC (1997, 
paragraph 13)]. Thus, respondents believed that financial statements which have been 
prepared with a judgement-oriented approach contain information that is of sufficient 
quality to satisfy the requirements of the users.
In addition, the findings indicated that FA (as the “user” members of the UK financial 
community) were the most insistent of the three sub-groups that the exercise of PAJ is an 
important qualitative criterion in financial reporting process. These findings were 
supported by the results shown in Table 8.23 [Section 8.2.3 (b), Chapter 8], as the FA did 
not perceive any links between the relevant qualitative characteristics and financial 
statements which complied with UK GAAP with no possibility of the exercise of PAJ in 
overriding an accounting standard. These findings reflected the view that the FA perceived 
that the basis of UK financial reporting is a judgement-oriented approach rather than a 
compliance-oriented approach.
It is noteworthy that the “user” members of community, as represented by the FA, did not 
dissent from the preparers and auditors on the issues of TFO and the exercise of PAJ in 
compliance with GAAP. Hence, it is possible to infer that attachment to the TFO and PAJ 
are not just self-serving positions hold by preparers and auditors of financial statements, 
but they have an important role to play in bolstering the professional status of accounting 
practitioners in the UK as perceived by professional users (FA).
From the findings, it indicated that in the FD group compliance with US GAAP is 
perceived to have no relationship with most of the relevant qualitative characteristics stated 
in this study. On the one hand, it is possible that the respondents in the FD group perceived 
that those specified qualitative characteristics may be not relevant for them as preparers of 
UK financial statements. On the other hand, the FD might not feel comfortable if they have 
to prepare financial statements merely complying with GAAP (i.e. compliance-oriented 
approach).
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From the above findings, it is possible to infer that an approach to financial reporting 
involving the exercise of PAJ and the possibility to override an accounting standard, was 
considered by respondents as a preferable approach to financial reporting, when compared 
to a compliance-oriented approach. Therefore, these findings suggest that the respondents 
have enough knowledge about the differences between a judgement-oriented approach and 
a compliance-oriented approach, and they also understand the underlying principles of 
those approaches. In other words, the respondents demonstrated both awareness of the 
distinction between these two ultimate criteria (i.e. the exercise of PAJ and strict 
compliance with GAAP, as reflected in the use of the term TFV and PFGAAP in US 
auditor’s report) and a clear preference for the former.
9.3. CONCLUSIONS AND IM PLICATION S
The responses given by the survey respondents reflected their view on: (a) the different 
underlying principles of the ultimate criterion used in evaluating alternative approaches in 
financial reporting; and (b) the significance of the overriding concept and the exercise of 
PAJ in the financial reporting process. It was found that the majority of the survey 
respondents understood the underlying concepts of a judgement-oriented approach and a 
compliance-oriented approach in financial reporting as reflected in the use of the terms 
TFV, together with TFO, in the UK and PFGAAP in the USA, respectively. The main 
findings of the study are that all three sub-groups expressed strong support for the 
application of the overriding concept and the exercise of PAJ in financial reporting.
In an international perspective, there is an ongoing debate over the issue raised by IAS 1, 
paragraph 13, regarding the exercise of PAJ in deciding whether it is appropriate to depart 
from financial accoimting standards. The findings of the present study strongly suggest that 
Sir David Tweedie (as Chairman of IASB) and Professor Geoffrey Whittington (as a 
member of IASB) would have the support of the UK financial community in defending this 
overriding principle in IAS 1.
The introduction in 1997 of an overriding concept in IAS 1 represented a major change in 
the IASC’s policy at that time. IAS 1 recognises that compliance with the International 
Standards may be insufficient or inadequate (i.e. presumably, would mislead) “in 
extremely rare circumstances”. In such circumstances departure from the standard is
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required in order to achieve a fair presentation. Thus, the override is mandatory if the 
circumstances require it. While the override represents a major difference between IAS 
GAAP and US GAAP in principle, the restrictions placed on its use by IAS 1 suggest that 
there should not be many cases of it in practice [Alexander and Archer (2001, p.2.06)].
With regard to the IASB Update published in January 2002, the (now) IASB agreed to 
retain the provision in IAS 1, paragraph 13, allowing entities to depart from a requirement 
of a Standard in the “extremely rare circumstances” if management concludes that 
compliance with that particular requirement would be misleading and the departure is 
“necessary” to achieve a fair presentation. However, the Board specified that departure 
from a requirement of a Standard is permitted only in “unique circumstances”. This implies 
that the overriding requirement in the IAS 1 is more restricted, when compared to the 
application of the TFO in the UK2.
9.4. LIM ITATIO N S AND APPLICATIONS
In interpreting the current study’s results, the following limitations needed to be taken into 
consideration:
(1) The response rate of the FA group is lower than the other two sub-groups (see 
Section 7.2.1, Chapter 7). As discussed earlier (Section 6.4.4, Chapter 6), the low 
response rate might be caused by one type of non-response bias, called self­
selection bias, which is likely to be the most serious problem associated with a low 
response rate in survey research. With a low response rate, it is difficult to establish 
the representativeness of the sample, because those responding to the survey may 
be significantly different from the population that they are supposed to represent. A 
certain degree of self-selection bias is likely to be presented because of the study’s 
voluntary nature.
Whether the survey recipients cooperate or do not cooperate in the survey depends 
on their characteristics, attitudes, opinions, and interest in the topic. That is, the 
responders to a mail survey are likely to be more interested in, involved, and/or
2 With regard to the Enron case, the IASB might need to consider the possibility of the risks of “creative compliance” if the IAS 
converge toward US GAAP as set out by the SEC and FASB.
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experienced with the topics or issues compared with non-responders. In this study, 
it is possible to infer that FA (as users of financial statements) are less likely to be 
involved or experienced with the concept and practice of TFO and the exercise of 
PAJ compared to FD (as preparers of financial statement) and AD. Generally, 
financial directors and auditors are likely to be highly involved with the issues of 
financial reporting, especially TFV or PFGAAP, when they prepare and audit 
financial statements.
The researcher has borne in mind that data from the FA group can contain hidden 
biases and the results based on that information might not present a valid 
representation of the financial analyst population as a whole. It is important to 
measure and control self-selection bias, so valid conclusions can still be achieved 
from this sub-group. Particular techniques were used in order to minimise the risk 
of a low response rate. The self-addressed, stamped return envelope was sent with 
each set of questionnaire. In addition, follow-up letters and questionnaires were 
sent out to respondents who had not give a response to the first request. In order to 
improve a response rate, some small (souvenir) incentives were sent out to 
respondents together with the follow-up questionnaires.
Follow-up questionnaires were used to measure degree of self-selection bias in the 
FA group. The researcher use the first wave of the returned questionnaires and the 
returned follow-up questionnaires to investigate whether or not there are 
differences between early and late responders with regal'd to their perceptions and 
demographic characteristics. The results showed that there were no significant 
differences in the perceptions and demographic characteristics between early and 
late responders from the FA group (see Section 7.2.1, Chapter 7 and also Appendix 
IV). Hence, these findings provided reassurance about the validity of the responses 
from the FA group.
(2) A second limitation of the questionnaire survey is that the mailing piece is the only 
contact respondents will have with the researcher and the project. Therefore, it must 
perform effectively on its own or it has to be “completely self-contained” [Alreclc 
and Settle (1995, p.183)]. Due to the complexity of the research topic, a cover letter 
explained the purposes of the survey questionnaire and the objectives of this study.
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Furthermore, with regard to the topic of the research, there are various technical 
terms used in the questionnaire. In order to make sure that all respondents 
interpreted all technical terms in the same direction, a sheet of paper with 
definitions of all those terms referred in the questionnaire was sent out with the 
questionnaire.
In order to keep mistakes and errors in the questionnaire to an absolute minimum, a 
pre-testing of the questionnaire was carried out twice before the actual 
questionnaire was sent out to the survey respondents. These pretests helped to point 
out mistakes or errors and helped to redesign problematic parts in the questionnaire 
before it would be sent out to the respondents3.
(3) Another limitation of this study is that the researcher interpreted the results from 
the survey questionnaire based on the assumptions that:
(a) the respondents were able to understand “PF USGAAP” as an example of the 
compliance-oriented approach to financial reporting, without having any 
detailed knowledge of US accoimting practice or US GAAP specifically;
(b) the respondents read a sheet of paper with definitions of all technical terms 
referred in the questionnaire in order to ensure that all the respondents 
understand and interpret those term in the same direction;
With regal'd to the results of the survey questionnaire, the findings showed that the 
respondents understand the underlying principles of both a judgement-oriented 
approach and a compliance-oriented approach, which can be reflected in the use of 
the terms TFV (together with TFO) and PFGAAP, respectively.
(4) Apart from the considerations noted above, the major limitation of this study was 
that it was limited to UK respondents. And this must be the most important 
direction for future research that is going to be discussed in the following section.
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9.5. FU RTH ER RESEARCH  DIRECTIONS
With regard to the above limitations, further research could be conducted by using the 
interviewing method. The use of interviews might amplify the results of the study by 
providing more in-depth data (rich data). Interviews can help to explore and understand 
complex issues that are ordinarily difficult to articulate. Therefore, the difficult issues can 
be uncovered, discussed and also clarified during the interviews.
As discussed in the previous section, a major limitation of this study was that it was 
restricted to UK respondents. The results applicable to the members of the UK financial 
community may not apply to the members of financial community in different countries. 
Thus, much insight would be gained if this research has been undertaken within an 
international context. Hence, similar studies could be extended to different regions (e.g. 
Asian countries, Continental European countries or USA). Further research in this area 
could investigate the perceptions about PAJ and compliance with GAAP within an 
international context, for example, comparing the same groups of respondent (i.e. auditors, 
financial directors, and financial analysts) but from different countries.
Furthermore, much insight would be gained if research were undertaken concerning the 
comparison of the significance of TFV within the different contexts of financial accounting 
(i.e. Anglo-Saxon, Continental European, and Islamic financial accounting [Bucheery 
(2001)]). Moreover, the introduction of the “Financial Reporting Review Panel” (FRRP)4 
has caused UK preparers to be wary of invoking the TFO. In the future, researchers will 
have to investigate how this trend continues.
The problem of opportunism and bias is related to the self-interest notion as theorised in 
“Agency Theory” [Watt and Zimmerman (1978)]. In agency theory terms, the flexibility of 
PAJ might allow opportunistic behaviour on the part of preparers and auditors as agents, 
that could lead to the fulfillment of the agents’ own interests at the expense of others (i.e. 
the financial statement users) as principals. This is one of the main reasons that might 
cause PAJ to be unreliable. However, decision-makers might be able to allow ethical/moral
3 See Section 6.2.1 in Chapter 6 for more detail about the pretesting of the survey questionnaire.
4 The FRRP has been created to police company financial reports. It has the power to ask the Court to order the company to revise its 
accounts and make directors personally liable for all the costs involved if the Panel believes that those accounts have not complied with 
accounting standards or with company law [McBarnet and Whelan (1999)].
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considerations to constrain their behaviour5. In the future, much insight will be gained if 
research is undertaken concerning the significance of the TFV concept from an agency 
theory perspective. This might lead to further research on the overriding approach and 
creative accounting.
With regard to the case of Enron, the collapsed energy trading company, attention on 
alleged shortcomings in corporate governance has been refocused. Enron used a network 
of its affiliates to hold assets and moved debts away from the parent’s balance sheet. It has 
not yet been proven whether Enron’s use of the special purpose entities was fraudulent. As 
Robert Verrecchia, accoimting professor at the University of Peimsylvania’s Wharton 
School, stated: ‘If you want to take a special purpose vehicle and use it to hide stuff, you 
can satisfy the letter of the rules, if not the spirit’6 [a strategy called “creative compliance” 
by McBarnet and Whelan (1999)]. With regard to the case of Enron, much insight could be 
gained if research is undertaken concerning the significant of PAJ from a corporate 
governance and agency theory perspective.
Further research directions could address the issues that face financial reporting standard- 
setters with regard to “creative compliance” in financial reporting and auditing. For 
example, how effective is the UK FRRP, and if it is effective, could such a solution be 
“exported” for use in an international context?
5 This behaviour is related to a “cognitive moral development theory” which suggests that ethics can constrain self-interest based 
behaviour. See Rutledge and Karim (1999), Ponemon (1993 and 1995), Arnold and Ponemon (1991), Noreen (1988), and Kohlberg 
(1969) for more details.
fi See FT webside for Enron special reports: http://specials.ft.com/enron/FT3A5RP52XC.html
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APPENDIX I
A survey of the concept and practice of the “true and fair override”
Date as postmark
Deal* Sir/Madam,
I am a PhD researcher at the School of Management Studies for the Service Sector in the 
University of Surrey. My supervisor is Professor Simon Archer. I am doing research on the 
users’ , auditors’ , and preparers’ perceptions of the qualitative characteristics of accomiting 
information provided in companies’ annual reports. This research involves the use of a 
questionnaire.
The research findings are expected to help identify whether the application of professional 
accomiting judgement by preparers and auditors can add any ‘information value’ to this 
accomiting information. It is hoped that the findings of this study will contribute to an 
ongoing debate over the issue raised by IAS 1, par. 13, regarding the exercise of 
professional judgement in deciding whether it is appropriate to depart form an accomiting 
standard.
As part of the research, I have prepared the enclosed questionnaire. The context of the 
questionnaire is to seek your opinions about some of the issues associated with the terms 
“true and fair view” and “present fairly in conformity with generally accepted accounting 
principles” to the perceived qualitative characteristics of accomiting information provided 
in company’s annual report. The questionnaire has been designed so that you can 
complete it easily. It takes about 15 minutes.
I would greatly appreciate your kind assistance in this regard. You can be absolutely sure 
that all information you provide is strictly confidential. If you have any quires, please 
contact Professor Simon Archer on S.Archer@surrev.ac.uk or Ms. Rochanaroon on 
Ratanawalee@hotmail. com.
Thank you in advance for your kind help.
Yours faithfully,
(Ratanawalee Rochanaroon)
PhD Researcher
School of Management Studies for 
the Service Sector,
University of Surrey 
Guildford, Surrey GU2 7XH 
e-mail: Ratanawalee@hotmail. com 
telephone: (01483) 876378
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Definitions
In this context, financial statements consist of a balance sheet, an income statement, a statement 
of cash flows, a statement of retained earning or a statement of changes in owner’s equity, and 
related notes to financial statements.
Outside users are those users who have limited authority, ability or resources to obtain information 
and who rely on financial statements as their principal source of information about an enterprise’s 
economic activities for their decisions.
The generally accepted accounting principles (GAAP) guide the accounting profession in the 
choice of accounting techniques and in the preparation of financial statements in a way considered 
to be good accounting practice.1
International accounting standards (IAS) deal with most of the topics that are important 
internationally in the financial statements of business enterprises.
“The principle of true and fair view (TFV) implies that accounting regulation may be designed 
on the assumption that, in each unique situation, the individual expert should be able to choose the 
appropriate course of action within the broad regulations laid down.”2
True and fair override (TFO) is the requirement to depart from applicable rules and standards in 
those cases where the application of those rules and standards does not lead to the accounts 
showing a true and fair view (TFV).
“PFGAAP in this context means that the financial statement of a company present fairly in 
conformity with generally accepted accounting principles, in all material respects, the financial 
position, the results of operations and its cash flows.”
“Reliability is the quality of information that assures that information is reasonably free from error 
and bias and faithfully represents what it purports to represent.”3
“Relevance is the capacity of information to make a difference in a decision by helping users to 
form predictions about outcomes of past, present, and future events or to confirm or correct prior 
expectations.”4
“Information is material if its omission or mis-statement could influence the economic decisions 
of users taken on the basis of the financial statements. Materiality depends on the size of the item 
or error judged in the particular circumstances of its omission or mis-statement.”5
“Prudence is the inclusion of a degree of caution in the exercise of the judgements needed in 
making the estimates required under conditions of uncertainty, such that assets or income are not 
overstated and liabilities or expenses are not understated.”6
1 Belkaoui, A., (1985), Accounting theory, 2,,i! ed., London: Harcourt Brace Jovanovicli.
2 Alexander, D. and S. Archer, (1997), ‘On the True and Fair View in Financial Reporting: A Philosophical Analysis and Critique’ , 
paper presented at the European Accounting Association Annual Congress, Antweep, April.
3 Financial Accounting Standards Board, (1998), Statements of Financial Accounting Concepts: Accounting Standards 1997/98 edition, 
Chichester: John Wiley & Sons.
4 Ibid.
5 Cairns, D., (1999), Applying International Accounting Standards, 2nli ed., London: Butterworths.
6 Ibid.
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Section A: The Perception of the Usefulness of Information provided in Financial Reports
Instructions
In this section, we wish to know how, if at all, the use of the alternative terms “give a true 
andfair view ” (TFV) and “present fairly in conformity with generally accepted accounting 
principles” (PFGGAP) by auditors influences the way in which the users of financial 
statements evaluate the qualitative characteristics of the information provided in those 
statements. The following questions are designed to find out whether these terms as stated 
in the auditor’s reports convey anything to the users of financial statements.
Q l. With regaid to the terms “give a true and fair view” and “present fairly in conformity 
with GAAP”, we would like to have your opinion on what you understand by those terms 
used by auditors to refer to the qualitative characteristics of information provided in 
financial statements. Please pick a number from the scale to show how much you agree or 
disagree with each statement and then jot it in the space at the side. If you “completely 
agree” with the statement, please pick a number on the far right of the scale. If you 
“completely disagree ” with the statement, please pick a number on the far left of the scale. 
But if you are in between these two extremes, please choose a number from the middle that 
indicates your opinion. Or if you don’t know the answer to the question, please jot 0 in the 
space at the side.
SCALE
Completely Completely Don’t
Disagree Agree Know
1 2 3 4 5 6 7 0
• The term “present fairly in conformity with GAAP” implies that the financial 
statements have been prepared with compliance with GAAP as the ultimate 
criterion in evaluating alternative financial reporting approaches.
• The term “give a true andfair view” implies that the financial statements have 
been prepared with the professional judgement of the preparers (and auditors), 
as to whether a “true and fair view” has been given, as the ultimate criterion in 
evaluating alternative financial reporting approaches.
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Q2. This question concerns the relationship between the term “give a true and fair view” 
and the qualitative characteristics of information provided in financial statements. Below 
are eight statements based on examples of qualitative characteristics of information. These 
statements are made in order for us to find out how financial statements, which comply 
with the requirement to “give a true and fair view” will be useful to users. In other words, 
what do you think that the term “give a true and fair view” stated in an unqualified auditing 
report conveys to the user? Please pick the appropriate number that best describes how 
much you agree or disagree with each of the following statements and jot it in the space at 
the side.
SCALE
Completely Completely Don’t
Disagree Agree Know
1 2 3 4 5 6 7 0
• Financial statements provide reliable information to help with the making of 
financial decisions.
• Financial statements provide relevant information to help with the making of 
financial decisions.
• Financial statements provide comparability (reveal similarities or differences 
between two sets of economic phenomena).
• Financial statements provide credibility (belief in the accounting information).
• Financial statements are free from material error.
• Financial statements are free from undue bias.
• Financial statements are not misleading.
• Financial statements are prudent.
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Q3. This question concerns the relationship between the term “present fairly in 
conformity with generally accepted accounting principles” and the qualitative 
characteristics of information provided in financial statement. However, the “generally 
accepted accounting principles” (GAAP) may differ in each country. Three main options 
of GAAP that can be implied by auditors are International Accounting Standards (IAS), 
US GAAP, and UK GAAP (without the override).
Below are eight statements based on examples of qualitative characteristics of information 
provided in financial statements. These statements are made in order for us to find out how 
financial statements that comply with the requirement to “present fairly in conformity with 
GAAP” will be useful to users. In other words, what do you think that the term “present 
fairly in conformity with GAAP” stated in an unqualified auditing report conveys to the 
user? Please pick the appropriate number that best describes how much you agree or 
disagree with each of the following statements and jot it in each box provided.
SCALE
Completely Completely Don’t
Disagree Agree Know
1 2 3 4 5 6 7 0
IAS
GAAP
us
GAAP
UK
GAAP
• Financial statements provide reliable information.
• Financial statements provide relevant information.mmmmmmmmmmmmmmmmmmmmmmmmmmmmmmmmmmmmmmmmmmmmmmmmmKmm m s
• Financial statements provide comparability.
• Financial statements provide credibility. m m
• Financial statements are free from material error.
• Financial statements are free from undue bias.
m m
• Financial statements are not misleading.
• Financial statements are prudent. ■ n BBBRPm m
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Section B: Professional Accounting Judgement versus Compliance with GAAP
Definition
“Professional accounting judgement is judgement exercised with due care, objectivity 
and integrity within the framework provided by accomiting and other applicable standards, 
by experienced and knowledgeable people on accounting and financial reporting issues 
arising in the preparation and issuance of financial statements, annual reports, prospectuses 
and similar documents.”7
Q4. The exercise of “professional accounting judgement” is generally considered to have 
an impact 0 11 the preparation and issuance of financial statements. The following 
statements are made in order for us to find out how you perceive the relationship between 
the exercise of professional accounting judgement by preparers and auditors and the degree 
of usefulness of information provided in financial statements. Please pick the appropriate 
number that best describes how much you agree or disagree with each of the following 
statements and jot it in the space at the side.
SCALE
Completely Completely Don’t
Disagree Agree Know
1 2 3 4 5 6 7 0
• Professional accounting judgement is an essential part of financial reporting. .
• Without the flexibility provided by professional accounting judgement, the 
complex system of financial accounting standards would be unworkable.
• If professional accounting judgement has been used as the ultimate 
criterion in choosing financial reporting methods, the financial statements will 
provide useful information for the users.
• Professional accounting judgement is unreliable if there is opportunism and 
bias on the part of preparers and auditors.
• Professional accounting judgement is unreliable if there is a lack of knowledge 
on the part of preparers and auditors.
• Professional accounting judgement is unreliable if there is time pressure on 
the part of preparers and auditors.
7 Gibbins, M and A.K. Mason, (1988), Professional Judgement in Financial Reporting, Canada: The Canadian Insitution of Chartered 
Accountants (CICA).
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Q5. The questions in this section arise due to the argument as to whether (a) the exercise of 
professional accoimting judgement or, (b) compliance with GAAP is the more essential 
part of financial reporting, and which term provides a stronger indication of the usefulness 
of financial information. Please pick a number from the scale to show how much you agree 
or disagree with each statement and jot it in the space at the side.
SCALE
Completely Completely Don’t
Disagree Agree Know
1 2 3 4 5 6 7 0
• If the financial statements comply with the requirement to “give a true and fair 
view”, then compliance with GAAP is a sufficient8 condition for possessing the 
required qualitative characteristics.
• If the financial statements comply with the requirement to “give a true and fair 
view”, then compliance with GAAP is a necessary, but not a sufficient, 
condition for possessing the Required qualitative characteristics
• If the financial statements comply with the requirement to “give a true and fair 
view”, then compliance with GAAP is neither a sufficient nor a necessary 
condition for possessing the required qualitative characteristics.
8 If compliance with GAAP is considered as a sufficient condition, then it could not be considered as a necessary condition.
9 Something beyond mere compliance with the letter of the rules, called the spirit of the rules [McBarnet and Whelan (1999)], is required 
in order to possess perceived qualitative characteristics.
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Section C: “True and Fair View" in relation to "Professional Accounting Judgement”
This argument refers to the relationship between the exercise of “professional accounting 
judgement” and the concept of “true and fair view”.
Q6. Below is a set of statements to indicate how the relationship between “true and fair 
view” and “professional accounting judgement” can contribute to the usefulness of 
financial reports for financial analysis. Please pick a number from the scale to show how 
much you agree or disagree with each statement and jot it in the space at the side.
SCALE
Completely Completely Don’t
Disagree Agree Know
1 2 3 4 5 6 7 0
• Giving a “true and fair view” requires the exercise of skilled judgement in
unique circumstances of each individual case. ..........
• The effectiveness of the concept of “true and fair view” is dependent on the
skill and expertise of the financial statements preparers and auditors.................. ..........
• The effectiveness of the concept of “true and fair view” is dependent on the 
soundness of judgement of the financial statements preparers and auditors. ..........
• The financial statements which comply with the requirement to give a “true 
and fair view” contain information that is of sufficient quality in order to satisfy
the requirements of users of financial statements. ..........
Q7. The “true and fair override” (TFO) is the requirement to depart from applicable rules 
and standards (in exceptional circumstances) in those cases when the application of those 
rules and standards is not considered to lead to the accounts showing a true and fair view. 
How necessary is it for you personally that the requirement to depart from applicable 
accoimting standards should be adopted in order to provide useful information for financial 
statement users? Please circle a number on the scale below to indicate your opinion.
Extremely Extremely
Unecessary I 2 3 4 5 6 7 Necessary
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Section D: “True and Fair View” VS “Present Fairly in Conformity with GAAP”
Q8. From an accomiting point of view, the distinction between “prescriptiveness” 
(detailed regulation) and “flexibility” (broad regulation) is well illustrated by the 
differences between “present fairly in conformity with GAAP” as applied in the United 
States and “give a true and fair vieM> ” as applied in the United Kingdom. The purpose of 
this question is to find out which approach you most prefer in the reporting of accounting 
information useful for financial analysis purposes. Please rank the four options below in 
the order of your preference. Jot number 1 besides the option you prefer most, jot number 
2 besides the option which represents your second choice, put number 3 to the option 
which is your third choice and put number 4 to the option which is your least preferred 
choice.
• True and Fair Override (TFO)10 ............
• True and Fair View (TFV)11
• Present Fairly in conformity with GAAP (US) ............
• Present Fairly in conformity with GAAP (IAS)12 ............
If you have any other comment, please specify:
10 The UK’s “true and fair view” doctrine
11 Some EU member countries, such as Germany, assume that compliance with the legal provisions will normally ensure that a TFV is 
given. So there is no specific requirement for the TFV to override legal implemnetation in exceptional cases.
12 According to the revised IAS 1, in extremely rare circumstances, departure from the IAS is required when following such standard 
plus providing additional information would not give a fair presentation (i.e. presumably, would mislead). The revised IAS 1 also 
requires that if the override is employed by preparers, fiiil details of the departure must be given in the financial statements. Moreover, 
that full details have to be sufficient to enable users to make an informed judgement on whether the departure is necessary and to 
calculate the adjustments that would be required to comply with the standard.
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Section E: Background Information about You
Please circle one number in each question.
Q9. What is your gender?
Male ...........1 Female ......... ..2
QXO. What is your nationality?
Please write here:.................................... . . . .
Q ll . Which of these age ranges do you fall into?
Under 25 ...........1
35-44 ...........3
55-64 ...........5
25-34
45-54
65 and over .........
..2
..4
..6
Q12. What is the highest level of education that you have achieved? Please name the 
qualification and the awarding institution.
Qualification:........................................
Awarding institution:............................
Q13. What is your position in the organisation?
Position:................................................
Organisation:.........................................
Q14. Would you be willing, if necessary, to grant an interview?
Yes ...........1 No ..2
If YES, please provide us with your name and address/contact number:
N am e:...........................................................................
Contact address:........................................................
Contact number:......................................................
E -m ail:........................................................................
Thank you very much for your co-operation
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APPENDIX II
Commonly Used Probability and Non-Probability Sampling Methods
Description Benefits Issues
Probability Sampling
Simple random sampling
Every unit has an equal chance 
of selection
Relatively simple to do Members of a subgroup 
of interest may not be 
included in appropriate 
proportions
Sti'atified random sampling
The study population is grouped 
according to meaningful 
characteristics or strata
Can conduct analyses of 
subgroups (e.g. men and 
women; older and younger: 
East or West)
Sampling variations are 
lower than that for random 
sampling; the sample is 
more likely to reflect the 
population
Must calculate sample 
sizes for each subgroup
Can be time consuming 
and costly to implement 
if many subgroups are 
necessary
Systematic sampling
Every Xth unit on a list of 
Eligible units is selected
Xth can mean 5th, 6th, 23rd, 
and so on, determined by 
dividing the size of the 
population by the desired 
sample size
Convenient; use existing 
list (e.g. of names) as a 
Sampling frame
Similar to random sampling 
if starting point (first name 
chosen) is randomly divided
Must watch for recur­
ring patterns within the 
sampling frame (e.g. 
names beginning with a 
certain letter; data 
arranged by month)
Cluster/multistage
Nature groups or clusters 
are sampled, with members 
of each selected group 
subsampled afterward
Convenient; use existing 
units (e.g. schools, hospital)
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Description Benefits Issues
Non-Probability Sampling
Convenience sampling
Use of a group of individuals 
or units that is readily available
A practical method because 
you rely on readily available 
units (e.g. students in a 
school, patients in a waiting 
room)
Because sample is 
opportunistic and 
voluntary, participants 
may be unlike most of 
the constituents in the 
target population
Snowball sampling
Previously identified members 
identify other members of the 
population
Useful when a list of names 
for sampling is difficult or 
impractical to obtain
Recommendations may 
produce a biased sample
Little or no control over 
who is named
Quota sampling
The population is divided 
into subgroups (e.g. men and 
women who are living alone, 
living with a partner or signifi­
cant other, not living alone but 
not living with a partner, etc.)
Practical if reliable data exist 
to describe proportions (e.g. 
percentage of men over a 
certain age living alone vs. 
those living with a partner)
Records must be up-to- 
date to get accurate 
proportions
A sample is selected based on 
the proportions of subgroups 
needed to represent the propor­
tions in the population
Focus groups
Groups of 12 to 20 people 
serve as representatives of the 
population
Useful in guiding survey 
development
Must be certain the rela­
tively small group is a 
valid reflection of the 
larger group that will 
be surveyed
Source: Fink, A., (1995b), How to Sample in Survey, London: Sage Publications.
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APPENDIX III
Advantages and Disadvantages of Non-parametric Statistical Tests 
ADVANTAGES
• If the sample size is very small, there may be no alternative to using a non-parametric 
test unless the nature of the population distribution is known exactly.
• Non-parametric tests typically make fewer assumptions about the data and may be 
more relevant to a particular situation. In addition, the hypothesis tested by the non- 
parametric test may be more appropriate for the research investigation.
• Non-parametric tests are available to analyse data which are inherently in ranks as well 
as data whose seemingly numerical scores have the strength of ranks. That is, the 
researcher may only be able to say of his or her subjects that one has more or less of 
the characteristic than another, without being able to say how much more or less.
• Non-parametric methods are available to treat data which are simply classificatory or 
categorical, i.e. are measured in a nominal scale. No parametric technique applies to 
such data.
• There are suitable non-parametric tests for treating samples made up of observations 
from several different populations. Parametric tests often cannot handle such data 
without requiring unrealistic assumptions or cumbersome computation.
• Non-parametric tests typically are much easier to learn and to apply than are parametric 
tests. In addition, their interpretation often is more direct than the interpretation of 
parametric tests.
DISADVANTAGES
• If all of the assumptions of a parametric tests are met in the data and the research
hypothesis could be tested with a parametric test, then non-parametric test are wasteful. 
The degree of wastefulness is expressed by the power-efficiency of the non-parametric 
test.
• Another objection to non-parametric tests is that they are not systematic.
• Another objection to non-parametric test has to d o with convenience. Tables
necessary to implement non-parametric tests are scattered widely and appear in 
different formats.
(Sources: Siegel, S. and N. J. Castellan, Jr., (1988), Nonparametric Statistics for the Behavioral Sciences,
London: McGraw-Hill, Inc.)
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APPENDIX IV
SPSS results for the significant differences in the first mailing and the second mailing
questionnaires in the FA group
N P a r  T e s t s  
M a n n - W h i t n e y  T e s t  ( Q u e s t i o n  1 )
Ranks
Professionals N Mean Rank Sum of Ranks
t-T<JAAlJ implies tirst mailing ■id7 80.18 8579.00
compliance with GAAP second mailing 48 73.15 3511.00
Total 155
give TFV implies first mailing 106 81.00 8586.00
professional judgement second mailing 47 67.98 3195.00
Total 153
T est S ta tis tic s’
PFGAAP 
implies 
compliance 
with GAAP
give TFV 
implies 
professional 
judgement
Mann-vvmtney u  
Wilcoxon W 
Z
Asymp. Sig. (2-tailed)
2335.000
3511.000 
-.924
.356
2O6/.0OO 
3195.000 
-1.728 
.084
a - Grouping Variable: Professionals
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N P a r  T e s t s  
M a n n - W h i t n e y  T e s t  ( Q u e s t i o n  2 )
Ranks
Professionals N Mean Rank Sum of Ranks
1 t-v provides reliable tirst mailing 111 83.44 9262.00
information second mailing 49 73.84 3618.00
Total 160
TFV provides relevant first mailing 109 75.33 8211.50
information second mailing 49 88.77 4349.50
Total 158
TFV provides first mailing 107 80.80 8645.50
comparability second mailing 48 71.76 3444.50
Total
155
TFV provides credibility first mailing 112 85.30 9553.50
second mailing 49 71.17 3487.50
Total 161
TFV is free from first mailing 111 83.01 9214.00
material error second mailing 46 69.33 3189.00
Total 157
TFV is free from undue first mailing 110 80.89 8898.00
bias second mailing 48 76.31 3663.00
Total 158
TFV is not misleading first mailing 112 84.35 9447.00
second mailing 49 73.35 3594.00
Total 161
TFV is prudent first mailing 111 80.22 8904.50
second mailing 47 77.80 3656.50
Total 158
Test Statistics?
TFV provides 
reliable 
information
TFV provides 
relevant 
information
TFV provides 
comparability
TFV provides 
credibility
TFV is free 
from material 
error
Mann-Whitney u 
Wilcoxon W 
Z
Asymp. Sig. (2-tailed)
2393.000
3618.000 
-1.250
.211
2216.500
8211.500 
-1.745
.081
2268.500
3444.500 
-1.184
.236
2262.500
3487.500 
-1.822
.069
fcidd.boo
3189.000 
-1.748 
.080
a - Grouping Variable: Professionals
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T est Statistics?
TFV is free 
from undue 
bias
TFV is not 
misleading
TFV is 
prudent
Mann-vvmtney u 
Wiicoxon W 
Z
Asymp. Sig. (2-tailed)
2487.000
3663.000 
-.587
.557
2566.600
3594.000
-1.400
.162
2528.500
3656.500 
-.310
.756
a - Grouping Variable: Professionals
N P a r  T e s t s  
M a n n - W h i t n e y  T e s t  ( Q u e s t i o n  3 )
Ranks
Professionals N Mean Rank Sum of Ranks
IAS provides reliable tirst mailing 92 70.47 6463.00
information second mailing 46 67.57 3108.00
Total 138
IAS provides relevant first mailing 90 67.44 6070.00
information second mailing 46 70.57 3246.00
Total 136
IAS provides first mailing 91 68.51 6234.50
comparability second mailing 45 68.48 3081.50
Total
136
IAS provides credibility first mailing 92 71.25 6555.00
second mailing 46 66.00 3036.00
Total 138
IAS is free from first mailing 93 73.65 6849.50
material error second mailing 46 62.62 2880.50
Total 139
IAS is free from undue first mailing 91 71.01 6462.00
bias second mailing 46 65.02 2991.00
Total 137
IAS is not misleading first mailing 94 73.14 6875.50
second mailing 46 65.10 2994.50
Total 140
IAS is prudent first mailing 92 67.57 6216.00
second mailing 45 71.93 3237.00
Total 137
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T est Statistics?
IAS provides 
reliable 
information
IAS provides 
relevant 
information
IAS provides 
comparability
IAS provides 
credibility
IAS is free 
from material 
error
Mann-Whitney u 
Wilcoxon W 
Z
Asymp. Sig. (2-tailed)
2027.000
3108.000 
-.414
.679
137S.()00
6070.000
-.449
.654
2046.500
3081.500 
-.005
.996
1955.000
3036.000 
-.747
.455
1799.300
2880.500
-1.548
.122
a  Grouping Variable: Professionals
Test S ta tis tic^
IAS is free 
from undue 
bias
IAS is not 
misleading IAS is prudent
Mann-vvhitney U 1910.000 1913.500 1338.000
Wilcoxon W 2991.000 2994.500 6216.000
Z -.850 -1.123 -.617
Asymp. Sig. (2-tailed) .395 .261 .537
a - Grouping Variable: Professionals
Ranks
Professionals N Mean Rank Sum of Ranks
USGAAP provides first mailing 83 64.07 5317.50
reliable information second mailing 43 62.41 2683.50
Total 126
USGAAP provides first mailing 81 58.94 4774.00
relevant information second mailing 41 66.56 2729.00
Total 122
USGAAP provides first mailing 82 62.19 5099.50
comparability second mailing 42 63.11 2650.50
Total
124
USGAAP provides first mailing 84 64.48 5416.50
credibility second mailing 43 63.06 2711.50
Total 127
USGAAP is free first mailing 84 65.72 5520.50
from material error second mailing 43 60.64 2607.50
Total 127
USGAAP is free first mailing 83 64.88 5385.00
from undue bias second mailing 43 60.84 2616.00
Total 126
USGAAP is not first mailing 85 65.78 5591.00
misleading second mailing 43 61.98 2665.00
Total 128
USGAAP is prudent first mailing 83 60.60 5030.00
second mailing 42 67.74 2845.00
Total 125
223
Appendices
T est S ta tis tic s’
USGAAP
provides
reliable
information
USGAAP
provides
relevant
information
USGAAP
provides
comparability
USGAAP
provides
credibility
USGAAP is 
free from 
material error
iviann-vvhitney u 
Wilcoxon W 
Z
Asymp. Sig. (2-tailed)
1757.500
2683.500 
-.252
.801
1453.000
4774.000 
-1.155
.248
1696.500
5099.500 
-.140
.889
1765.500
2711.500 
-.213 
.831
1661.500
2607.500 
-.751
.453
a - Grouping Variable: Professionals
T est Statistics?
USGAAP is 
free from 
undue bias
USGAAP is 
not 
misleading
USGAAP 
is prudent
Mann-vvmtney u 
Wilcoxon W 
Z
Asymp. Sig. (2-taiied)
1670.000
2616.000 
-.601
.548
1719.000
2665.000 
-.557
.578
1544.000
5030.000 
-1.063
.288
a - Grouping Variable: Professionals
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Ranks
Professionals N Mean Rank Sum of Ranks
UR (3AAP provides tirst mailing 108 71.12 6354.00
reliable information second mailing 47 78.64 3696.00
Total 155
UK GAAP provides first mailing 108 78.02 8426.00
relevant information second mailing 47 77.96 3664.00
Total 155
UK GAAP provides first mailing 106 77.60 8225.50
comparability second mailing 46 73.97 3402.50
Total
152
UK GAAP provides first mailing 103 73.66 7587.00
credibility second mailing 45 76.42 3439.00
Total 148
UK GAAP is free first mailing 108 77.77 8399.00
from material error second mailing 47 78.53 3691.00
Total 155
UK GAAP is free first mailing 102 73.79 7527.00
from undue bias second mailing 45 74.47 3351.00
Total 147
UK GAAP is not first mailing 108 78.31 8457.50
misleading second mailing 47 77.29 3632.50
Total 155
UK GAAP is prudent first mailing 108 79.09 8542.00
second mailing 47 75.49 3548.00
Total 155
T est Statistics*
UK GAAP 
provides 
reliable 
information
UK GAAP 
provides 
relevant 
information
UK GAAP 
provides 
comparability
UK GAAP 
provides 
credibility
UK GAAP is 
free from 
material error
Mann-Whitney u 
Wilcoxon W 
Z
Asymp. Sig. (2-tailed)
2508.000
8394.000 
-.121
.904
2536.000
3664.000 
-.008
.994
2321.500
3402.500 
-.479
.632
2231.000
7587.000 
-.375
.707
2513.000
8399.000 
-.100
.920
a - Grouping Variable: Professionals
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T est Statistics?
UK GAAP 
is free from 
undue bias
UK GAAP is 
not 
misleading
UK GAAP 
is prudent
Mann-Whitney U 
Wilcoxon W 
Z
Asymp. Sig. (2-tailed)
2274.000
7527.000 
-.091
.927
2504.500
3632.500 
-.135
.893
2420.000
3548.000 
-.469
.639
a - Grouping Variable: Professionals
N P a r  T e s t s  
M a n n - W h i t n e y  T e s t  ( Q u e s t i o n  4 )
Ranks
Professionals N Mean Rank Sum of Ranks
h a j is an essential part or nrst mailing 111 84.66 9397.50
financial reporting second mailing 49 71.07 3482.50
Total 160
Financial accounting first mailing 107 81.45 8715.50
standards would be second mailing
unworkable without 49 72.05 3530.50
flexibility of PAJ Total 156
PAJ has been used as first mailing 106 78.67 8339.50
the ultimate criterion in second mailing 48 74.91 3595.50
choosing financial Total
reporting methods
154
PAJ is unreliable if there first mailing 108 82.06 8863.00
is opportunism and bias second mailing 49 72.24 3540.00
Total 157
PAJ is unreliable if there first mailing 109 81.49 8882.00
is the lack of knowledge second mailing 49 75.08 3679.00
Total 158
PAJ is unreliable if there first mailing 107 79.01 8454.00
is the time pressure second mailing 49 77.39 3792.00
Total 156
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Test Statistics?
PAJ is an 
essential part 
of financial 
reporting
Financial 
accounting 
standards 
would be 
unworkable 
without 
flexibility of 
PAJ
PAJ has been 
used as the 
ultimate 
criterion in 
choosing 
financial 
reporting 
methods
Mann-Whitney U 
Wilcoxon W 
Z
Asymp. Sig. (2-tailed)
2237.500
3482.500 
-1.788
.074
2305.500
3530.500 
-1.252
.211
2419.500
3595.500 
-.496
.620
a  Grouping Variable: Professionals
T est Statistics?
PAJ is 
unreliable if 
there is 
opportunism 
and bias
PAJ is 
unreliable if 
there is the 
lack of 
knowledge
PAJ is 
unreliable if 
there is the 
time pressure
Mann-wmtney u 
Wilcoxon W 
Z
Asymp. Sig. (2-tailed)
2315.00b 
3540.000 
-1.275 
.202
2454.600
3679.000
-.837
.403
2567.000
3792.000 
-.214
.830
a  Grouping Variable: Professionals
N P a r  T e s t s  
M a n n - W h i t n e y  T e s t  ( Q u e s t i o n  5 )
Ranks
Professionals N Mean Rank Sum of Ranks
uompnance witn u a a p first mailing 164 80.39 3361.00
is sufficient to give TFV second mailing 48 68.06 3267.00
Total 152
Compliance with GAAP first mailing 106 80.17 8497.50
is necessary to give TFV second mailing 49 73.32 3592.50
Total 155
Compliance with GAAP first mailing 100 73.63 7363.00
is neither sufficient nor second mailing 47 74.79 3515.00
a necessary to give TFV Total
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T est S tatistics3
Compliance 
with GAAP is 
sufficient to 
give TFV
Compliance 
with GAAP is 
necessary to 
give TFV
Compliance 
with GAAP is 
neither 
sufficient nor 
a necessary 
to give TFV
Mann-vvmtney u 
Wilcoxon W 
Z
Asymp. Sig. (2-tailed)
2091.000
3267.000 
-1.631
.103
2367.500
3592.500 
-.897
.370
23)3,000
7363.000
-.157
.875
a - Grouping Variable: Professionals
N P a r  T e s t s  
M a n n - W h i t n e y  T e s t  ( Q u e s t i o n  6 )
Ranks
Professionals N Mean Rank Sum of Ranks
IFV requires tne exercise ot nrst mailing 109 84.06 5162.00
skilled judgement second mailing 49 69.37 3399.00
Total 158
TFV is dependent on the first mailing 108 80.83 8730.00
expertise of the preparers and second mailing 49 74.96 3673.00auditors
Total 157
TFV is dependent on the first mailing 109 82.34 8975.00
soundness of judgement of second mailing 49 73.18 3586.00
the preparers and auditors Total
158
TFV is of sufficient quality in first mailing 106 78.29 8298.50
order to satisfy the users' second mailing 48 75.76 3636.50
requirements Total 154
T est S tatistics3
TFV requires 
the exercise 
of skilled 
judgement
TFV is 
dependent on 
the expertise 
of the 
preparers and 
auditors
TFV is 
dependent on 
the
soundness of 
judgement of 
the preparers 
and auditors
TFV is of 
sufficient 
quality in 
order to 
satisfy the 
users' 
requirements
Mann-vvmtney U 
Wilcoxon W 
Z
Asymp. Sig. (2-tailed)
2174.000
3399.000 
-1.942
.052
2448.000
3673.000 
-.766
.444
2361.650
3586.000
-1.191
.234
2460.500
3636.500 
-.331
.741
a - Grouping Variable: Professionals
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N P a r  T e s t s  
M a n n - W h i t n e y  T e s t  ( Q u e s t i o n  7 )
Ranks
Professionals N Mean Rank Sum of Ranks
requirement to depart 
from accounting 
standards should be
tirst mailing 
second mailing
102
46
76.13
70.88
7765.50
3260.50
adopted Total 148
T est Statistics?
requirement 
to depart from 
accounting 
standards 
should be 
adopted
Mann-Whitney u 
Wilcoxon W 
Z
Asymp. Sig. (2-tailed)
2179.500
3260.500 
-.724
.469
a - Grouping Variable: Professionals
N P a r  T e s t s  
M a n n - W h i t n e y  T e s t  ( Q u e s t i o n  8 )
Ranks
Professionals N Mean Rank Sum of Ranks
Kreterence on I f u tirst mailing 68 — .... 7172 3 6980.50
second mailing 38 61.46 2335.50
Total 136
Preference on TFV first mailing 98 66.80 6546.00
second mailing 38 72.89 2770.00
Total 136
Preference on PF first mailing 98 68.77 6739.50
USGAAP second mailing 
Total
39
137
69.58 2713.50
Preference on IAS GAAP first mailing 98 67.48 6613.00
second mailing 38 71.13 2703.00
Total 136
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T est S tatistics3
Preference 
on TFO
Preference 
on TFV
Preference on 
PF USGAAP
Preference 
on IAS GAAP
Mann-Whitney U 
Wilcoxon W 
Z
Asymp. Sig. (2-tailed)
1534.566
2335.500
-1.354
.176
1695.000
6546.000 
-.841
.400
1888.500
6739.500 
-.112
.910
1762.000
6613.000 
-.505
.614
a - Grouping Variable: Professionals
C r o s s t a b s
C ase Processing  Summary
C ases
Valid Missing Total
N Percent N Percent N Percent
gender * mailing 158 68.1% 3 1.9% 161 1(50.0%
gender * mailing Crosstabulation
Count
mailing
Totalfirst mailing
second
mailing
gender Male 33 44 142
Female 11 5 16
Total 109 49 158
C ase Processing  Summary
C ases
Valid Missing Total
N Percent N Percent N Percent
age * mailing 155 96.3% 6 3.7% 161 100.0%
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age * mailing C rosstabulation
Count
mailing
Totalfirst mailing
second
mailing
age 25-84 27 25 52
35-44 19 13 32
45-54 16 4 20
55-64 28 5 33
65 and over 16 2 18
Total 106 49 155
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APPENDIX V
The frequency results of the.responses to statements in Question 1 can be clarified as 
follows:
Table 7.1: Summary of the frequency results of statement Ql/1
• The term PFGAAP implies that the financial statements have been prepared with “compliance 
with GAAP” as the ultimate criterion in evaluating alternative financial reporting approaches.
AD
FD
FA
4%CD 5%SD 8%D 15%N 19%A 28%SA 21%CA
2%CD 10%SD 9%D 8%N 27%A 32%SA 12%CA
5%CD 10%SD 6%D 10%N 31%A 22%SA 16%CA
Table 7.2: Summary of the frequency results of statement Ql/2
• The term “give a TFV” implies that the financial statements have been prepared with the 
professional judgement of the preparers (and auditors), as to whether a “true and fair view” has 
been given, as the ultimate criterion in evaluating alternative financial reporting approaches.
AD: 2%CD 1%SD 2%D 7%N 12% A 37%SA 39%CA
FD: 1%CD 5%SD 5%D 7%N 15%A 40%SA 27%CA
FA: 3%CD 7%SD 3%D 8%N 22%A 27%SA 30%CA
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Table 7.3 showed the summary of the frequency results of the responses to each statement 
in Question 2.
Table 7.3: Summary of the frequency results of statements Q2/1-Q2/8
CD SD D N A SA CA
Q2/1 AD 1% 3% 3% 11% 23% 40% 19%
FD 1% 5% 4% 16% 29% 30% 15%
FA 2% 6% 6% 11% 33% 29% 13%
Q2/2 AD 4% 13% 11% 22% 20% 20% 10%
FD 0% 15% 11% 23% 24% 17% 10%
FA 1% 7% 7% 27% 21% 17% 20%
Q2/3 AD 1% 8% 8% 19% 27% 27% 10%
FD 2% 10% 10% 14% 30% 24% 10%
FA 2% 11% 8% 22% 25% 25% 7%
Q2/4 AD 1% 1% 4% 10% 21% 43% 20%
FD 0% 3% 3% 13% 24% 38% 19%
FA 3% 7% 6% 22% 32% 24% 6%
Q2/5 AD 1% 1% 4% 4% 16% 39% 35%
FD 2% 3% 7% 9% 18% 42% 19%
FA 11% 4% 10% 17% 22% 26% 10%
Q2/6 AD 1% 4% 6% 13% 27% 30% 19%
FD 4% 6% 14% 20% 28% 22% 6%
FA 13% 9% 14% 23% 20% 16% 5%
Q2/7 AD 1% 1% 4% 13% 23% 34% 24%
FD 3% 3% 7% 20% 28% 29% 10%
FA 10% 10% 16% 24% 19% 14% 7%
Q2/8 AD 4% 11% 8% 21% 19% 24% 13%
FD 7% 9% 11% 18% 29% 21% 5%
FA 5% 11% 13% 16% 23% 27% 5%
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Tables 7.4a -  7.4c show the summary of the frequency results of the responses to each 
statement in Question 3 which are intended to find the perceptions about the relevant 
qualitative characteristics of information provided in financial statements which comply 
with IAS, US, or UK GAAP.
Table 7.4a: Summary of the frequency results of statements Q3/1-IAS-Q3/8-IAS
CD SD D N A SA CA
Q3/1-IAS AD 0% 2% 3% 15% 26% 36% 18%
FD 1% 6% 4% 15% 33% 32% 9%
FA 4% 8% 6% 18% 33% 24% 7%
Q3/2-IAS AD 2% 8% 8% 27% 26% 17% 12%
FD 1% 10% 14% 24% 31% 15% 5%
FA 4% 7% 6% 25% 30% 19% 9%
Q3/3-IAS AD 0% 8% 5% 22% 29% 27% 9%
FD 2% 6% 5% 17% 37% 25% 8%
FA 2% 14% 4% 22% 26% 27% 5%
Q3/4-IAS AD 1% 2% 7% 20% 27% 29% 14%
FD 1% 4% 4% 17% 33% 31% 10%
FA 6% 9% 8% 26% 30% 17% 4%
Q3/5-IAS AD 1% 2% 4% 12% 20% 33% 28%
FD 1% 4% 10% 17% 18% 41% 9%
FA 13% 7% 10% 20% 27% 18% 5%
Q3/6-IAS AD 2% 2% 10% 16% 26% 31% 13%
FD 2% 6% 10% 25% 33% 22% 2%
FA 14% 12% 14% 27% 22% 10% 1%
Q3/7-IAS AD 1% 4% 3% 22% 21% 30% 19%
FD 2% 9% 12% 14% 29% 31% 3%
FA 9% 14% 19% 25% 21% 9% 3%
Q3/8-IAS AD 3% 7% 7% 33% 27% 16% 7%
FD 9% 9% 9% 25% 26% 20% 2%
FA 7% 15% 12% 20% 27% 17% 2%
234
Appendices
Table 7.4b: Summary o f the frequency results o f statements Q3/1-US-Q3/8-US
CD SD D N A SA CA
Q3/1-US AD 0% 2% 2% 14% 17% 39% 26%
FD 1% 5% 2% 8% 38% 35% 11%
FA 1% 10% 7% 10% 37% 28% 7%
Q3/2-US AD 2% 7% 11% 30% 26% 13% 11%
FD 1% 12% 12% 12% 32% 25% 6%
FA 1% 8% 6% 19% 30% 26% 10%
Q3/3-US AD 1% 5% 2% 17% 27% 33% 15%
FD 1% 6% 4% 11% 24% 43% 11%
FA 4% 9% 1% 22% 25% 35% 4%
Q3/4-US AD 1% 1% 4% 17% 17% 44% 16%
FD 1% 2% 2% 14% 25% 39% 17%
FA 5% 9% 4% 24% 34% 20% 4%
Q3/5-US AD 1% 2% 2% 9% 20% 30% 36%
FD 1% 4% 13% 14% 16% 33% 19%
FA 11% 8% 8% 20% 27% 21% 5%
Q3/6-US AD 1% 3% 4% 15% 21% 40% 16%
FD 1% 6% 9% 21% 39% 18% 6%
FA 12% 12% 9% 29% 19% 16% 3%
Q3/7-US AD 2% 5% 3% 17% 25% 28% 20%
FD 2% 4% 15% 14% 33% 24% 8%
FA 8% 16% 14% 27% 16% 14% 5%
Q3/8-US AD 4% 6% 19% 22% 22% 18% 9%
FD 12% 6% 7% 21% 18% 28% 8%
FA 6% 13% 9% 21% 30% 17% 4%
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Table 7.4c: Summary o f the frequency results o f statements Q3/1-US-Q3/8-UK
CD SD D N A SA CA
Q3/1-UK AD 1% 2% 4% 11% 26% 39% 18%
FD 1% 4% 5% 13% 33% 34% 10%
FA 2% 3% 8% 12% 34% 28% 15%
Q3/2-UK AD 3% 7% 12% 24% 24% 19% 12%
FD 1% 9% 11% 21% 31% 23% 5%
FA 3% 7% 8% 19% 27% 26% 12%
Q3/3-UK AD 1% 7% 6% 15% 26% 31% 13%
FD 2% 5% 7% 13% 30% 32% 10%
FA 4% 5% 8% 12% 28% 28% 15%
Q3/4-UK AD 1% 1% 6% 12% 28% 38% 14%
FD 1% 3% 4% 17% 31% 33% 11%
FA 2% 1% 7% 12% 28% 37% 12%
Q3/5-UK AD 1% 2% 5% 8% 24% 32% 29%
FD 2% 3% 13% 14% 22% 37% 11%
FA 5% 3% 9% 13% 21% 36% 15%
Q3/6-UK AD 2% 3% 8% 12% 27% 33% 15%
FD 3% 5% 11% 26% 26% 26% 3%
FA 6% 6% 14% 14% 18% 37% 5%
Q3/7-UK AD 2% 3% 5% 14% 23% 33% 20%
FD 3% 5% 13% 20% 28% 28% 3%
FA 6% 7% 10% 10% 19% 38% 10%
Q3/8-UIC AD 4% 11% 9% 23% 20% 22% 12%
FD 6% 7% 11% 22% 23% 28% 4%
FA 8% 8% 11% 20% 21% 27% 6%
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The summary of the frequency results of the responses to statements in Question 4 
presented in Tables 7.5a and 7.5b.
Table 7.5a: Summary of the frequency results of statements Q4/1-Q4/3
• PAJ is an essential part of financial reporting process:
AD: 0%CD 0%SD 1%D 2%N 9%A 27%SA 61%CA
FD: 0%CD 0%SD 1%D 2%N 8%A 32%SA 57%CA
FA: 1%CD 3%SD 3%D 4%N 25% A 28%SA 36%CA
• Without the flexibility provided by PAJ, the complex system of financial accounting standards
would be unworkable:
AD: 1%CD 0%SD 5%D 9%N 19%A 28%SA 38%CA
FD: 2%CD 0%SD 6%D 8%N 19%A 33%SA 32%CA
FA: 4%CD 3%SD 8%D 5%N 24%A 30%SA 26%CA
• If PAJ has been used as the ultimate criterion in choosing financial reporting methods, the
financial statements will provide useful information for the users:
AD: 2%CD 7%SD 9%D 13%N 25%A 27%SA 17%CA
FD: 1%CD 6%SD 12%D 21%N 28%A 28%SA 5%CA
FA: 4%CD 8%SD 14%D 23 %N 18%A 27%SA 6%CA
Table 7.5b: Summary of the frequency results of statements Q4/4-Q4/6
• PAJ is unreliable if opportunism and bias exist:
AD: 1%CD 3%SD 12%D 13%N 25%A 30%SA 16%CA
FD: 1%CD 9%SD 15%D 14%N 22%A 33%SA 6%CA
FA: 4%CD 19%SD 13%D 14%N 14% A 26%SA 10%CA
• PAJ is unreliable if there is a lack of knowledge on the part of preparers and auditors:
AD: 1%CD 1%SD 6%D 10%N 21%A 35%SA 26%CA
FD: 1%CD 7%SD 3%D 10%N 26%A 36%SA 17%CA
FA: 1%CD 10%SD 11%D 15%N 13%A 35%SA 15%CA
• PAJ is unreliable if there is time pressure on preparers and auditors:
AD: 1%CD 3%SD 7%D 10%N 19% A 33%SA 27%CA
FD: 1%CD 4%SD 12%D 14%N 14% A 37%SA 18%CA
FA: 1%CD 12%SD 6%D 17%N 13%A 36%SA 15%CA
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Table 7.6 below presents the summary of the frequency results of the responses to each 
statement in Q6.
Table 7.6: Summary of the frequency results of statements Q6/1-Q6/4
• TFV requires the exercise of skilled judgement in the unique circumstances of each individual
case:
AD: 0%CD 1%SD 1%D 3%N 11%A 35%SA 49%CA
FD: 1%CD 4%SD 1%D 4%N 15% A 42%SA 33%CA
FA: 4%CD 6%SD 1%D 8%N 15% A 36%SA 30%CA
• The effectiveness of TFV depends on the skill and the expertise of the preparers and auditors:
AD: 2%CD 8%SD 8%D 17%N 17%A 27%SA 21%CA
FD: 0%CD 7%SD 7%D 15%N 28%A 28%SA 15%CA
FA: 7%CD 8%SD 6%D 8%N 22%A 26%SA 23%CA
• The effectiveness of TFV depends on the soundness of judgement of the preparers and
auditors:
AD: 1%CD 5%SD 6%D 13%N 21%A 30%SA 24%CA
FD: 1%CD 5%SD 6%D 8%N 27%A 32%SA 21%CA
FA: 4%CD 4%SD 8%D 15%N 16% A 30%SA 23%CA
• Financial statements which comply with the requirement to give a TFV contain information 
that is of sufficient quality to satisfy the requirements of users:
AD: 4%CD 7%SD 10%D 14%N 20%A 25%SA 20%CA
FD: 2%CD 11%SD 9%D 17%N 24%A 27%SA 10%CA
FA: 4%CD 5%SD 15%D 22%N 20%A 18%SA 16%CA
A spectrum of the response categories in Question 7 is shown as follow:
13Table 7.7: Summary of the frequency results of Q7
AD: 2%EU 5%VU 6%U 5%NL 22%N 34%VN 26%EN
FD: 4%EU 5%VU 8%U 6%NL 23 %N 36%VN 18%EN
FA: 5%EU 0%VU 5%U 3%NL 33%N 37%VN 17%EN
13 EU =  Extremely unnecessary, VU =  Very unnecessary, U = Unnecessary, NL =  Neutral, N =  Necessary, VN =  Very necessary, EN =
Extremely necessary.
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